ta ES Ea 


¥ Bai SF ee 


NO WARN 
gWALL STREET 


SEPTEMBER 24, 1949 








Drip 9 a 
iv if 






PRICE DEFLATION TO CONTINUE J 
, , — DESPITE DEFICIT FINANCING ee ree ; 
j By E. A. KRAUSS ‘ ~ 
: 4 a * 
Tent Tole) mvole) |) 


HIGH-YIELDING STOCKS 


— FOR INVESTMENT APPRECIATION 
‘By OUR STAFF 


* : 
- A REALISTIC LOOK 
“, ft AT THE TEXTILES TODAY 
































He started retiring today! 


.--and it feels good! 

It’s going to take time, but the point is 
. . . he’s taken that all-important first step 
... he’s found a way to make saving a sure, 
automatic proposition . . . 


He’s buying Savings Bonds, the safest in- 
vestment there is, through the Payroll Savings 
Plan! 


This makes saving an absolute certainty! 
You don’t handle the money to be invested 
. .. there’s no chance for it to slip through 
your fingers and . . . U. S. Savings Bonds 


pay you 4 dollars for every 3 invested, in 
ten years! 


Think it over! We believe you'll agree that 
bonds are the smartest, surest way there is 
to save. 


Then—sign up for the Payroll Savings 
Plan yourself, today! Regardless of your 
age, there’s no better time to start retiring 
than right now! 


P. S. If you are not eligible for the Payroll 
Savings Plan, sign up for the Bond-A-Month 
Plan at your bank. 


Automatic saving is sure saving—U.S. Savings Bonds 


®) Contributed by this magazine in co-operation with the Magazine Publishers of America as a public service. 
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CELANESE 


CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N. Y. 


ys E Board of Directors has this day 
declared the following dividends: 
FIRST PREFERRED STOCK 
$4.75 SERIES 
The regular quarterly dividend for 
the current — of $1.1834 per 
share, payable October 1, 1949 to 
holders of record at the close of busi- 
ness September 16, 1949. 

7% SECOND PREFERRED STOCK 
The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable October 1, 1949 to holders of 
record at the close of business Sep- 
tember 16, 1949. 

COMMON STOCK 


60 cents per share, payable September 
30, 1949 to holders of record at the 
close of business September 16, 1949. 


R. O. GILBERT 
Secretary 
September 6, 1949 


£ 
of 
\geugs/ 


Mining and Manufacturing 
Phosphate * Potash ¢ Fertilizer * Chemicals 
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Dividends were declared by the 
Board of Directors on 
September 8, 1949, as follows: 


4% Cumulative Preferred Stock 
30th Consecutive Regular 
Quarterly Dividend of One Dollar 
($1.00) per share. 


$5.00 Par Value Common Stock 
Regular Quarterly Dividend of 
Fifty Cents (50c) per share. 


Both dividends are payable September 30, 
1949, to stockholders of record at the 
close of business September 16, 1949. 
Checks will be mailed. 
Robert P. Resch 
Vice President and Treasurer 


* 
INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


General Offices: 20 North Wacker Drive, Chicago 6 

















ANACONDA COPPER MINING CO. 
25 Broadway 
New York 4, N. Y., August 25, 1949 
DIVIDEND No. 165 

The Board of Directors of the Anaconda Cop- 
per Mining Company has declared a dividend of 
Fifty Cents ($.50) per share on its Capital 
Stock of the par value of $50 per share, pay- 
able September 29, 1949, to holders of such 
shares of record at the close of business at 3 
o’clock P.M., on September 6, 1949. 

C. EARLE MORAN, Secretary & Treasurer 
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— CRUCIAL PENSION ISSUE. . . The outlook for 
mmeace in the steel industry which seemed so bright 
Mmmmediately after publication of the report of the 
teel fact-finding board, has suddenly been darkly 
louded by the pension issue. The Steel Workers 
nion wants to negotiate only after the steel com- 
banies have accepted the recommendations of the 
card. U. S. Steel Corporation and other companies 
ave taken the position that they are prepared to 
epen collective bargaining negotiations at any 
ime but that they will not agree in advance to 
ept the board findings. 

In doing so, the steel companies also made it 
lear that they are definitely opposed that they 
ssume the entire cost of pensions and social se- 
writy programs for the workers. They are of course 
ithin their rights in not committing themselves in 
ivance to everything proposed by the fact-finding 
tard since they had agreed to submission of the 
mtroversy to the board only on specific assurance 
y President Truman that they would in no way be 
lund by the board’s recommendations. 

In the light of this undisputed fact, Mr. Murray’s 
ttitude looks like a blatant effort to remove the 
sue of contributory versus 
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ences among the various companies.” 

In view of the financial question involved, it is 
understandable that the steel companies shy away 
from definite commitments prior to collective bar- 
gaining, quite apart from the fact that the board’s 
report did not suggest such a procedure but instead 
recommended a joint study of the pension issue. It 
has been estimated that the board’s recommenda- 
tions would cost the steel and steel fabricating in- 
dustry some $200 million a year and this is no small 
matter for an industry so sensitive to the vagaries 
of the business cycle. On this basis, the cost would 
amount to about $3 a ton of finished steel products 
which would not only preclude any lowering of steel 
prices but probably make higher prices necessary. 

Apart from these practical considerations which 
are weighty enough, psychological and moral argu- 
ments are distinctly in favor of contributory pen- 
sion programs. Even Mr. Murray at one time 
favored them as stimulating the sense of self-reli- 
ance among workers. It certainly is an issue far too 
important to be forced through under threat of 
a strike which, if called, might moreover quickly 
smother the present pick-up in business. 

It is far more preferable 








n-contributory social secu- 

and pension systems from 
he sphere of collective bar- 
aining. He chooses to ignore 
%t only the explicit assur- 
Ice given by the President 
it the fact-finding board’s 
recommendation that the 
decision will have to come 
y collective bargaining which 
ll take into account differ- 


















We recommend to the attention of our 
readers the analytical discussion of busi- 
ness trends contained in our column 
“What's Ahead for Business?” 
regular feature represents a valuable 
supplement to Mr. A. T. Miller’s stock 
market analysis of importance to in- 
vestors as well as to business men. To 
keep informed of the forces that may 
shape tomorrow’s market, don’t miss it! 


that the entire question of 
pensions and insurance for 
industrial workers be given a 
thorough airing, and it should 
be possible to arrive at a mu- 
tually satisfactory decision 
on basis of sound reasoning 
rather than a test of strength. 
Such a solution would be dis- 
tinctly in the public interest, 
and certainly in the best in- 
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terest of labor itself, from any viewpoint. 

The political winds can blow against workers too 
if they continue to insist on violation of the collec- 
tive bargaining principle, and if they continue to 
insist on industry-wide wage agreements. The latter 
type of approach inevitably leads to Government 
intervention when a strike threat comes, and Gov- 
ernment action can veer many ways, particularly 
under today’s conditions where a strike, such as in 
steel, would be a calamity. Some day, recommenda- 
tions might become orders, with both management 
and labor in a governmental straight jacket. This 
could hardly serve labor’s interest. 


BRITAIN DEVALUES .. . Devaluation of the British 
pound sterling, bringing in its wake a host of other 
currency adjustments, marks one of the most impor- 
tant economic events since the war’s end. Obviously, 
also, it was approached with considerable reluctance 
by the British Government which traditionally has 
been arguing against currency adjustments as a 
remedy for the ills of a “deficit” nation. If it has 
nevertheless decided to take this bold and drastic step, 
it has yielded to sheer necessity. Other methods were 
sought, or have been tried, to balance British imports 
and exports from and to the dollar area but they were 
either slow-working or politically distasteful; even 
our huge financial assistance failed to bring about, or 
even promise, achievement of the desired equilibrium. 
As Sir Stafford Cripps put it, devaluation was adopted 
because Britain’s dollar difficulties ‘are, we believe, 
otherwise insoluble.” 

It is plain, however, that devaluation alone is not 
the full answer. There still is need for increased and 
more efficient production, for stringent controls over 
home consumption and prices, for limitations of pur- 
chases abroad, and above all for at least some freeing 
of British business and industry of the shackles of 
socialistic planning and control. 

Sterling devaluation will prove an exceedingly com- 
plex matter with sustained repercussions throughout 
the world. As for Britain, it will lower the price of 
British exports but a great increase in sales will be 
necessary to obtain even the same dollar return as 
before. Britons will have to pay higher prices in 
pounds for goods imported from abroad; some hard- 
ships must result, and some increase in the cost of 
living. Public opinion must be prepared to accept 
these effects without demanding a rise in income; the 
result otherwise will be almost complete dissipation 
of the benefits of exchange adjustment. This presents 
a political as well as an economic problem that may be 
difficult to overcome. 

As to repercussions on our own economy, sterling 
devaluation will mean stiffer competition from for- 
eign goods both in our home market and in world mar- 
kets where impacts wil perhaps be greatest. Their 
extent will depend in part on Britain’s ability to keep 
down wages, and thereby production costs. Neverthe- 
less, some of our industries with a substantial stake 
in world markets will be faced with a difficult adjust- 
ment period. 

There is some hope that the currency adjustments 
now undertaken will open the door to ultimate general 
transferability of the Western European currencies, 
possibly by the end of the year, though convertibility 
with dollars is bound to be some distance off. The for- 





mer alone, however, would constitute a most impog 
tant step toward European recovery and stability, 
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RECIPROCAL TRADE... With Senate passage of th 
Reciprocal Trade Agreements bill without a changf 
by a bipartisan vote of 62 to 19, the Administratig 
has won one of the very few victories it can boag 
of at the present session of Congress. At that, oy 
might say that it was less a political victory for thf 
Administration than a logical implementation (fP 
our present foreign policies. 

The Senate vote furnishes evidence to the wor 
that this country is determined to continue its lea( 
ership in world economic affairs instead of heading 1 
back toward a high-tariff policy that would depriy 
foreign nations of American markets needed jf have, 
solve their dollar shortages. In the light of our af the fa 
tensive foreign aid, and particularly the late§ no rez 
Anglo-American talks on the British crisis, no othe} succee 
course would have made sense. Doubtless this wag our c: 
realized in Congress. an ex] 

The effect of the bill is to restore in full the Presf sugge. 
dent’s power under which this country’s reciproc} ng th 
trade program was developed by former Secretar} payin: 
of State Cordell Hull. It now clears the way for thf But 
signing of multi-lateral trade agreements recenti about 
drafted at the international tariff conference if the S 
Annecy, France. Some ten of these are pending ernme 
with various countries. Britain as well as Frang} would 
among the major ECA beneficiaries, expect to ben But, h 
fit materially from whatever liberalization of tariff and s 
may be negotiated. It is to be hoped that this wif sults, | 
be done without inflicting serious injury on ouf choosi 
domestic producers. the ev 
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FRENCH PROBLEMS... Britain is not the only cou 
try suffering from dollar shortages. France com 
plains of the same ailment, though it is less publ; 
cized in her case. But recent French moves towat! 
a freer trade policy indicate that the Governma 
is willing to take a long chance in an effort to im 
prove the French position. 

The Queuille Government’s latest steps consiste! 
of (1) A loosening up of French controls over for 
eign investments; and (2) Removal of some impor 
quotas. Back of it probably was the idea of im 5 
pressing Congress as it deliberated on renewal (! expedi 
the Trade Agreements Act. Politically it was: than | 
courageous step; it is said that the Government ig Sense 
staking its life on this policy which was adoptef hazarc 
against strong opposition of the Socialists as weg comple 
as French industry and labor. Fortunately for thg Situati 
French government, Congress has agreed to extelf At | 
sion of the Trade Agreements Act, but it still rp want t 
mains to be seen whether American private capité ound 
can be enticed into France, encouraged by the lifif the gal 
ing of restrictions on foreign investmnets. est res 

French Premier Queuille has the distinction @ ™ents 
having been one year in office, a rare record in mot Interns 
ern French politics. His second year will probabl to brin 
prove even more difficult than the first. There if 8004s ' 
growing unrest among labor and the farmers. TI How 
unions are agitating for higher wages and farme fein n 
are demanding lower industrial prices. Both group ™“ary 
can make serious trouble. Also, there is stagnation‘ ig 
the money market which has crippled public and pr g 


vate capital financing. et 
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at, ou * BY CHARLES BENEDICT 
for th 
ion 
- worl LABOR GOVERNMENT FOR THE U.S.A.? 
Ss lead 
eading: ; aa! oe 
leprit! i leaders of radical or leftist movements export position is not enough at this juncture, when 
ded tf have, at one time or another, voiced the opinion that Britain’s indebtedness still stands at $13,000,000,000 
our ef the failure of a socialistic government elsewhere was to $15,000,000,000 and when a considerable percent- 
latesf, no reason for believing that such a regime could not age in raw materials and food imports will have to be 
o othep succeed in the U.S. A. On the contrary, they thought paid for with a greater number of pounds. 
1is wal, our country possessed the ideal conditions for such That there was a “deal” is self-evident. It undoubt- 
an experiment. And the most radical shrugged off the edly relates to an easing of the $15,000,000,000 Brit- 
Pref suggestion of possible serious repercussions by say- ish indebtedness through adjustment of one kind or 
iproc} ing that whatever the cost might be, it was well worth another even contemplating a future rise in the price 
cretanf paying. of gold. This, at the same time that we permitted the 
for thf But, middle-of-the-road liberals were not so casual purchase with American dollars of raw materials 
ecentif, about experimenting, preferring to wait and see how and food from countries who have also devalued. 
nce if the Socialist Gov- Already we have 
ending ernment in Britain “HUNTING OUT OF SEASON” spent $7,000,000,- 
Traneg would work out. 000 to alleviate 
o ben But, having waited Britain’s economic 
‘tariff and seen the re- difficulties. How 
is wil sults, they, too, are much more is it go- 
on op choosing to ignore ing to cost us? We 
the evident failure have a right to 
which has been know, — it is dis- 
y com made, and are turbing not to. 
e comp weakly collaborat- If a complete so- 
; publf ing with the more cialistic state is be- 
towarg leftist elements ing contemplated, 
rnmerg and seem just as then the setting for 
to ing ready to saddle our the mission was 
country with the perfectly timed; it 
nsistep cost of bailing out followed Mr. Tru- 
er fo the Labor Party. man’s very cordial 
imporf They seem content invitation when he 
of ing to rely on political opened the “Fair 
wal op expediency rather Deal” election cam- 
was # than the common paign on Labor 
nent i@ Sense which the Day in an atmos- 
doptef hazard of today’s > phere charged with 
as wip complex economic REPO SMOKY = Holitics. And when 
for th situation calls for. Seibel in the Richmond Times Dispatch the President took 
exteg At this point, I the British Labor 
till rp Want to make it clear that I am ready to back any Government to his heart, labor leadership in this 










sound proposal that will enable us to collaborate with 
the gallant British people, for whom I have the great- 
est respect. Also, that I recognize fully the adjust- 
ments that have to be made to ensure a freer flow of 
international trade, the stimulation of which is bound 
to bring an accelerated expansion in an exchange of 
goods the world over. 

However, some of the palliatives suggested have 
een more political than economic, the main bene- 
ficiary being the British Labor Party which secured 
avictory sufficient to stave off the imminent crisis in 
eir government at the same time that it maintains 
em in office for another year until the general 
election. 
|} It seems the drastic devaluation step would not 
have been taken if a quid pro quo had not been given 
y our government—for the improving of Britain’s 
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country applauded vociferously. 

Coming on top of Mr. Truman’s fighting words re- 
garding the repeal of the Taft-Hartley Law next year, 
and his advocacy of various socialistic reforms, we 
can well ask ourselves whether the “Fair Deal’ is not 
attempting to lead us, too, into the bureaucratic 
heaven which is crushing the British people. 

We, at least, need not jump from the frying pan 
into the fire. We differ from Britain in that the drain 
on her resources as a result of two world wars had 
been so great, that the people were quite ready to 
make the experiment which ushered in the Labor 
Government, hoping thereby to bring about a better 
distribution of goods and a higher standard of living. 
Yet despite the enormous sacrifices which the people 
have made, they are practically living on a subsist- 
ence level. And national- (Please turn to page 660) 
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Market Reappraising Fourth Quarter 


Whether the current moderate rebound in business activity has more than temporary 
significance is still in doubt. Basic foreign and domestic political uncertainties will per- 
sist. All available evidence suggests that the market is in only a rallying phase, not a 
sustained upward trend. Therefore, our conservative, selective policy remains unchanged. 


By A. T. MILLER 


ah irst thought on the steel “fact-finding” report 
was that it might have been much worse and that it 
probably ended the strike threat. This, together with 
cheerful official statements on the “success” of the 
recent conference on British financial problems, 
brought a fairly brisk spurt in the stock market. Sec- 
ond thought, when a renewed threat of a steel strike 
presented itself, scaled down the gains. The net re- 
sult has been a small net rise in the market since our 
last previous discussion of a fortnight ago. 

This followed nearly a month of stalemate in 
which the daily industrial and rail averages had 
been unable to better their August highs. It took the 
industrials to a new high for the upswing from the 
lows of last June, by a margin of less than 2 points, 
and thus extended the duration of this phase to 
almost 14 weeks. The performance of the rail aver- 
age remains on the inferior side. It has yet to better 


its early-August rally high. Relative to previous 
highs and lows in the broad trading range of the 
last three years, the utility group continues to shape 
up best, rails worst. The industrial average, at this 
writing, stands about 13% above the lowest level 
seen in the three-year trading range, and would 
require a further rise of about 6% to equal the pre 
vious highest point in that range, which was estab- 
lished on the 1948 summer rally. The broader weekly 
indexes of The Magazine of Wall Street give pretty 
much the same general picture. 


Potentialities Probably Limited 


At the very best, there is every reason to suppose 
that any further market rise would be a laborious 
affair, with the maximum potentiality probably 
rather modest when figured on a percentage basis, 

as it should be. It has been difficult and 
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has taken time for the industrial aver: 
age to get through the 182 supply level. 
There is obvious reason to assume that 
the indicated supply levels around 185- 
187, 190-191 and 193-194, at each of 
which an intermediate rise topped out 
in 1947-1948, would be considerably 
more formidable. Clearly, there is nd 
basis for longer-term investment buy- 
ing unless one is convinced that the 
move since June is not just on inter: 
mediate rally, but the first leg of 4 
major bull market. We continue to be 
lieve that the latter assumption would 
be untenable and risky. 

Measured from the 1946 highs t 
lows variously made in 1947 or 1948 
or 1949, some individual stocks have 
suffered declines of real bear-market 
scope. Within this period a minority 0 
individual stocks have risen above their 
1946 highs. But what has developed 
since the late summer of 1946, in terms 
of the averages, is in our view neithe 
a bear market nor a bull market in the 
usually accepted meaning of those 
terms. True, some bull and bear mal- 
kets, as precisely defined by the patter 
of the averages, have lasted only a rela 
tively few months; and have had 3 
scope not much broader than those of 
the best intermediate recoveries of the 
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| Jast three years. But to the 
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By E. A. KRAUSS 


he return to deficit financing to the tune of 
$5 billion to $6 billion in the current fiscal year (and 
it might be more) has raised the question, apart 
from budgetary and other aspects, whether the 
result will be further price deflation. Those posing 
the question are mindful of the role which war-time 
deficits have played in producing a rise of over 100% 
in the commodity price level and cutting the pur- 
chasing power of the dollar in half. Nothing so 
drastic, of course, is envisaged this time since fore- 
seeable deficits will be far below the war-time scale; 
yet the thought persists that since deficit spending 
tends to raise price levels, a reversal of the current 
price deflation is bound to ensue. 

This all the more since Federal deficits appear to 
become almost chronic. This year’s deficiency re- 
sulted not alone from a rise in expenditures but im- 
portantly also will be due to declining revenues 
brought about by the recession. If a 15% drop in 
production has such incisive impacts on the budget, 
what would happen in the event of a more serious 
business setback? Surely, it is feared, it would bring 
in its wake a much larger deficit because heavy 
dependence upon income taxes renders Federal tax 
receipts highly sensitive to the business cycle. Thus 
as long as current high expenditures continue (and 
there is no early end in sight), large Federal deficits 
seemingly must be expected under any but the most 
favorable business conditions, particularly since 
taxes can hardly be raised much more. 

The huge wartime deficits caused severe inflation 
and though wartime deficit spending ended in 1946, 
its inflation-arresting effect was considerably de- 
layed. This because industry then was faced with 
an enormous accumulation of deferred demands of 
every type, and business as well as individuals, hav- 
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Price Deflation To Coutiuue 
—Despite Deficit “LZTZIZD 


ing amassed huge liquid assets and enormous pent. 
up needs, were eager to spend. Thus the explosive 
effect of war-time deficit spending was felt through 
1948. Three years 
of postwar bud. 
get surpluses 
finally stopped 
virulent inflation, 
with a decline set. 
ting in late last 
year. 

Today we are onee 
more moving towards 
credit expansion and 
deficit financing. How 
effective this will be ip 
stimulating business 
and prices partly de 
pends on other factors, including the delayed 
effects of postwar inflation. But generally the 
situation is reversed from that prevailing right 
after the war .Then there were shortages and 
a tremendous spending urge, leading to an un 
precedented buying spree. Today we are feeling 
the after-effects of that spending orgy. There are 
no more shortages, and deferred demands are 
satisfied with consumer requirements generally 
back on a replacement basis. Industry’s post: 
war expansion is essentially completed; busi- 
ness inventories are replenished and pipelines 
refilled. We are having huge crops, and foreign 
demand for our goods, for various reasons, is 
in a downtrend. 

_ This being so, it seems unlikely that deficit 
spending, unless undertaken on a far more substan- 
tial scale than presently foreseen, will be able to 
reverse price deflation. Chief obstacle, apart from 
the compelling reasons already mentioned, is indus 
try’s greatly expanded productive capacity. Produc. 
tion is no longer restricted by such postwar factors 
as reconversion and pipeline filling. Full output now 
goes into consumptive channels, and industry is in 


a position to expand production whenever demand 
justifies it. 


May Check, But Not Reverse Downtrend 


At most, then, deficits of currently foreseen siz 
may tend to check declines in commodity prices from 
presently still inflated levels, and even this is far 
from assured ; but they can hardly produce new price 
inflation of significant proportions. After all, ind 
cated deficits, however painful from a fiscal stand: 
point, are modest in relation to private spending; 
a $6 billion deficit is only 314% of the current annual 
rate of personal consumption expenditures of $1% 
billion. Thus regardless of anti-deflation moves in 
the monetary field, there is no valid reason to a 
sume that prices can resume their uptrend (beyoni 
merely temporary bulges as recently experienced for 
special reasons) or that sellers’ markets can retur. 

An additional and important factor is that deficit 
financing expands the money supply only when Gov- 
ernment securities sold for the purpose are absorbed 
by commercial banks. So far bank purchases 
Treasury issues have been offset in part by the cor 
traction of outstanding commercial loans. Even if 
this offset should disappear, even if the banks should 
absorb the bulk of the increase in the public debt, 
the resultant rise in the money supply would not be 
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large enough to outrun the growth in productive 


‘capacity achieved by the new capital investments in 


the postwar era. 

Deficit financing of course could be stepped up 
since apparently it has become a primary weapon 
for stabilizing business and minimizing depressions. 
Many are convinced that if anti-deflation measures 
thus far undertaken by the Government fail to pre- 
vent further recession, we may be certain that still 
more Government spending (meaning deficit spend- 
ing) will be proposed as a remedy. But there is a 
limit how far the Government can go in this direc- 
tion; already the need for Government economy is 
becoming painfully apparent. And there is also a 
limit to the price-stimulating potentials of deficit 
fnancing. Any return to genuine price inflation 
would soon provide its own cure. 


Would Meet Quick Consumer Resistance 


Rising prices would bring the threat of new price- 
wage spirals, in itself a serious danger to economic 
stability; but they would also run into consumer 
resistance much quicker than during our latest ex- 
perience. With consumer needs less urgent and, in 
durable fields readily postponable, and with con- 
sumer liquid assets reduced by heavy postwar spend- 
ing or mortgaged by instalment and other debts, 
buyers’ resistance could nip renewed price inflation 
in its relatively early stages. 

In this connection, it is well to recall that the cur- 
rent readjustment is primarily a price adjustment 
produced by maladjustments in production, distribu- 
tion, costs and prices. These require correction and 
the corrective process has been going on for some 
time but is uncompleted. The real danger is that it 
will be prolonged, even magnified, by deficit financing 
which tends to treat symptoms rather than the 
disease. 

Reflation, by whatever means, can never be a 
substitute for sound readjustment. Price stability is 
admittedly desirable but only if it is a natural 
stability reflecting genuine economic equilibrium. 
An inflationary “shot in the arm,” if it can be effec- 
tive at all, will merely interfere with a healthy price 
adjustment. Relying on heavy Government expendi- 
tures to maintain “purchasing power” not only is a 
dangerous experiment, as past experience shows, 
but in the end only creates new and more serious 
problems. Moreover, it will be ineffective unless prac- 
ticed on such immense scale as to invite eventual 
disaster. 

For proof one need only go back to the Thirties. 
Between 1931 and through 1939, the Federal Gov- 
ernment spent over $24 billion of borrowed money 
but at the end of the period, we still had a depression 
and unemployment was between ten and eleven mil- 
lions. Depression and unemployment was erased by 
deficit spending on the war-time scale, and national 
income rose to unprecedented levels. But this was 
achieved at the cost of a tax burden and a debt prob- 
lem that will plague us for many years. 


Can New Shortages Develop, and Last? 


The latest upsurge in business has revived talk of 
possible shortages, and there has been a firming 
of prices in various areas which has led to specula- 
tion about the possibility of a price trend reversal. 
These developments, however, were due primarily to 
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belated ordering and the recent cutting down of 
production in various fields. None of these spot 
shortages — and that’s what they are — can last 
very long. Some pipelines, due to inventory liquida- 
tion and delayed reordering may be less full than 
they were, but they are certainly not empty. And 
production can be stepped up quickly to meet any 
sharp increase in demand. Once this is done, the 
basic forces of price readjustment will again be at 
work. What’s needed is demand rather than any 
marked increase in price to bring full capacity back 
into operation. 

The overall picture, in other words, is still one of 
potential if not actual oversupply. In the face of 
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this, deficit spending can hardly loose new forces 
of inflation. Price expectations are unlikely to be 
sufficiently bullish to stimulate a strong inventory 
buying movement; supply and demand prospects 
simply do not support such expectations. Buying 
actually remains cautious in anticipation of further 
price declines. 


Even a levelling off in the price level at this point 
would doubtless have an important bearing on the 
business outlook. But while price averages recently 
have been moderately firming, the solidity of this 
development is far from proven. It remains to be 
tested in the light of the major factors currently 
influencing price developments, rather than from the 
standpoint of deficit financing. 


Three Major Factors Influencing Prices 


The former include: (1) The strength and dura- 
tion of the current replacement buying which due to 
its suddenness has tended to tighten spot supplies 
of a number of industrial raw materials; (2) the 
effectiveness of the farm price support program in 
the face of bumper crops and diminishing foreign 
demand for our foodstuffs; (3) the downward pres- 
sure on price levels of certain raw materials, due to 
currency devaluations, and the cushioning effect, if 
any, of stepped up support buying by the U. S. Gov- 
ernment. 

Behind all these factors lurk many uncertainties, 
but the probabilities certainly don’t point conclu- 
sively to higher prices. The most important factor, 
the current rush of inventory replacements, still 
looks more like a temporary and largely seasonal 
flare-up. Regardless of deficit spending, foreseeable 
conditions are hardly auspicious for any resumption 
of a sustained inflationary rise. Indications that 
postwar wage spirals may have come to an end, tend 
to strengthen this belief. So does the experience that 
farm price support floors can buckle despite the ex- 
istence of support programs. 

‘If deficit spending on the present indicated scale 
can be greatly minimized, if not dismissed, as a fac- 
tor towards renewed inflation, it deserves of course 
serious attention from a fiscal and tax standpoint. 
As!one reads a Washington dispatch revealing a 
Government deficit of $3.3 billion in the first ten 
weeks of the new fiscal year, one readily under- 
stands why even Congress is becoming a little more 
concerned over the way we pile up Government debt. 
The concern would probably be not so great if we 
were in the midst of a serious depression; but we 
are still in a boom period, with national income not 


far below postwar peak levels. 


Need for Government Economy 


Deficit financing is never a good thing, but it is 
particularly bad when circumstances make it neces- 
sary in prosperous: times. It makes one shudder to 
think what may happen if we ever have a real slump. 
The best solution at this time would be for the 
Government to economize, to spend less money so 
that deficits can be avoided and taxes lowered, but 
this apparently is not to be. Cutting outlays, with 
half the budget going to finance defense and Euro- 
pean recovery, is admittedly difficult; to cut else- 
where apparently is politically too painful. 

Thus as long as we are to spend, or waste, billions 
through the Government, we might as well do it by 
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borrowing. To cover the gap by continued extren, 
taxation would soon destroy what’s left of the fre 
enterprise system. We have seen how it worked jy 
England, and we shall be heading the same way if 
we continue our high tax policies. England was 
never depressed because of its huge debt and larg. 
debt service; it could take it in its stride while 
private enterprise was flourishing. But once the lat. 
ter was strangled by high taxes and socialistic plan. 
ning, the decline was inevitable. 


Is Our Debt Excessive? 


Our national debt is high and rising but we shal] 
be able to carry this burden, and service the debt, 
without great difficulty if Government furnishes the 
requisites for a sound and flourishing economy. 
This will call for lower rather than higher taxes; 
for encouragement rather than oppression of free 
enterprise; for less rather than more intervention in 
business. Government should face the issue of budg.- 
etary economy more squarely than it has yet done, 
and match budgetary savings with tax relief. Such 
a course may actually mean more tax revenue than 
less, and thus provide a welcome solution to our 
budgetary difficulties. 

Lower taxes, necessary as they are to promote 
stable prosperity, will naturally run counter to our 
traditional policy of debt reduction, but debt reduc- 
tion is not nearly as necessary as some would make 
one believe. Debt reduction under certain conditions 
can have unfortunate effects on the economy; al- 
most surely this would be true today. Not only would 
it mean keeping taxes at levels that would impair 
and gradually destroy free enterprise. Repayment of 
debt also destroys money, and in a growing economy 
or even more in a depressed one, this is likely to 
starve the country for funds. Debt reduction 
through Government economy is one thing; to at- 
tempt it via excessive taxation is another. 


A Problem of Proportion 


Moreover, our debt in relation to national income 
is by no means out of line. In fifteen years since 
1933, national income rose by $185 billion, and our 
debt charge by only $414 billion. No one can say 
precisely what proportion of the annual rise of $185 
billion of income stems from Government borrowing 
and spending, with its resultant rise of demand for 
goods. But at a minimum, it is many times the $414 
billion. It is one reason why our national debt, large 
as it is, can hardly be viewed as excessive. Nor can 
we look upon it as mainly responsible for high taxes. 
Financing our debt costs us some $5 billion a year, 
a small amount compared to the $55 billion tax bill 
in the fiscal year 1949-50. 

In the final analysis, the debt is a problem of pro- 
portions. So long as the debt and the tax charge are 
not disproportionate in relation to income, there 
need be no great concern about it. At current or 
even substantially lower incomes, the debt is cer- 
tainly manageable. It is our income that matters, 
not so much the debt. 

As to prices, they will — for reasons stated — 
continue their natural postwar trend despite deficit 
financing and Government supports. That trend is 
downward and will remain so until equilibrium is 
achieved. 
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make 
tions ~ * postwar practice of establishment of sults in skimpy dividends, the stockholder certainly 
; al- | substantial corporate reserves as protection against has cause for complaint. Though reserves enhance 
‘ould | numerous contingencies, some of them only vaguely a company’s net worth and raise equity values, this 
ipair | foreseeable in extent, has given rise to considerable is usually of small benefit to the shareholder. Equity 
nt of debate regarding their justification and the account- values seldom if ever are much of an influence on 
omy ing methods to be followed. Discussion of the latter stock prices, and what the investor mainly looks for 
y to point has perhaps been more lively than expression of 1S dividends, anyhow. 
tion f stockholder viewpoints despite their interest in | Many corporations quite validly consider their 
) ate repercussions on dividend policies. surplus accounts as an overall contingency reserve 
The wisdom of prudent accounting practices is of that can be tapped for any emergency, provided 
course hardly in question. Conservatively managed that adequate cash assets are on hand. If so, this is 
corporations seldom permit the glamor of large earn- probably as sound a policy as any, and it does not 
ings to obscure the possibility of less profitable opera- lead to the understatement of earnings which usually 
ome tions in the future, or the need to guard against dis- occurs when special reserves are charged against 
‘na cernible or unforeseen contingencies. Even in more current profits. This doesn’t mean that it is unsound 
ou normal times, it was a widespread practice to charge policy to establish specific reserves for specific pur- 
aay arbitrary amounts against earnings in good years to poses, particularly when it comes to such typical 
185 absorb any losses that might arise later. The intent postwar problems as the heightened inventory risk 
ing was to equalize earnings in prosperity and depression. in the face of falling sales and prices, and under- 
for This desire is probably no less marked today. But depreciation of fixed assets, but discernment is nec- 
11/, additionally, the postwar era with its attendant in- essary as to genuine needs in this respect. 
rge flationary impacts has brought new problems and 
an created new risks and contingencies, embracing Understatement vs. Overstatement 
eR. everything from the threat of inventory losses and ; 
ar inadequate depreciation to a sizeable array of gen- Discussions of corporate reports in recent years 
sill eral and less readily defined contingencies. Fortu- have repeatedly emphasized the overstatement of 
nately the postwar has also produced high earnings, real corporate income which results from inadequacy 
: making possible the setting aside of substantial re- of current depreciation charges to provide for re- 
jet serves from current profits. In some cases, chiefly placement of facilities at present costs. According 
a where inventory losses were suffered, such foresight to usual practice, annual depreciation rates are 
” has already proved amply warranted. Elsewhere re- based upon original costs though the latter are far 
ee serves may turn out to be needlessly large. There may _ below current replacement costs. Such under-depre- 
= be still other cases where funds earmarked for a_ ciation causes an overstatement of net income just 
m specific purpose have been diverted into channels as the creation of large reserves has frequently un- 
not originally designated, and where actual reserve derstated actual earnings. 
63 protection does no longer exist in the stated degree. According to a recent calculation of the National 
it It has frequently been held that there is little City Bank, for the three years since the war there 
1S excuse for substantial general reserves unless set was for all American corporations a deficiency of 
1S up with definite contingencies in mind. Too often depreciation charges of perhaps $12 billion, with 
this device has been used largely in an effort to trim the result that reported earnings before taxes were 
, down net earnings—for various reasons. If it re- overstated by an equal amount. At the same time, 
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the earnings included the effect of inventory “wind- 
falls” of some $13 billion, making a combined total 
of $25 billion in “unreal” profits. 

Doubtless, management is considerably harassed 
by the failure of conventional depreciation charges 
to cover adequately replacement costs of worn-out 
equipment at current higher price levels. Some have 
decided to set aside special reserves for this purpose, 
and make appropriation from earnings for these re- 
serves even though they are required to pay income 
taxes thereon. Because of the tax aspect, the prac- 
tice has not become general; another reason is that 
it has won neither the approval of the SEC nor of 
the accounting profession, with the latter preferring 
supplementary information on increased replace- 
ments costs rather than an arbitrary hiking of de- 
preciation rates via special reserves. 

Still the factor of under-depreciation exists and 
must be coped with. It is obvious that depreciation 
reserves based on prewar costs are insufficient to 
fulfill their function which is to preserve capital in- 
vestment by replacing worn-out or obsolete facili- 
ties. The need for bigger depreciation reserves can 
hardly be denied. 

Since current depreciation rates fall short of sup- 
plying the funds necessary for the replacement of 
wasting assets, corporations were forced to retain 
an abnormally large percentage of their reported 


criticized by dividend-starved investors. But the 
point is that capital required to finance not only 
expansion, but also replacements at present prices, 
over and above that provided by depreciation re. 
serves based on original costs only, can only be 
obtained from three sources: Reinvested earnings, 
borrowing, or the sale of additional stock. All three 
methods presuppose good earnings, without which 
there would be nothing to reinvest, and no basis for 
getting either loans or equity money. 

As for reasons of taxation and market conditions, 
the sale of stock has been rendered difficult and since 
companies prefer to avoid borrowing if possible, 
reinvestment of earnings was the soundest, and in 
some cases, the only feasible course. 


Some Question Seriousness of the Problem 


Some argue that since prices and costs are on the 
way down and likely to decline further, the entire 
problem is hardly as serious as portrayed. But prices 
are most unlikely to drop back anywhere near pre- 
war levels, and since plant expansion and replace- 
ments are a continuous process, the problem will 
remain acute until corrective measures are taken. 
Even if prices and costs level off, the outlays for 
new facilities in coming years will be far greater 
than the amounts set aside to replace them under 











































































































net income for reinvestment, a practice frequently present inadequate methods and restrictive tax 
regulations. 
_Forced to act, business has followed 
Reserves and Working Capital Position of either one or several courses. Almost every 
Vari C ook concern retained an abnormal amount of 
artous Companies “ 
earnings. Quite frequently, also, deprecia- 
Reserves tion rates have been stepped up to the 
Conting. Quick Total = Total Net maximum permissible under existing tax 
and/or Liquid Current Current Working Current z lati And lastly ber of 
Inventory Assetst Assets Liabilities Capital Ratio regulations. 4nd lastly, a number or com- 
($ mil.) panies despite the tax penalty involved 
American Woolen . $8.0 $5.4 $688 $11.9 $56.9 5.8 have vig teeny er —— a 
Archer-Daniels-Midland . 1.8 (4:2 60.9 19.0 41.9 3.2 oe Se oe or t . whe acement ° 
fixed assets at prevailing higher prices. 
Bigelow-Sanford 1.8 4.5 35.7 9.4 26.3 3.8 One of the controversial points, where 
Colgate-Palmolive-Peet 2.1 24.4 60.5 14.2 46.3 4.3 the latter was done, is how to report earn- 
Cudahy Packing 55 5273.5 36.7 368 2.0 ings so that stockholders, workers and 
Du Pont .. 52.4 190.2 421.5 59.0 362.5 7.1 a understand that the part 
Firestone Tire & Rubber... 32.7 23.7 241.6 80.9 160.7 3.0 of profits thus utilized cannot be available 
: - eae for dividends, wage rises or price cuts. It 
oa otors . : 46.7 1,857.4 512.4 1,345.0 3.6 isa question that is at the root of many of 
Glidden Co. .. 2.5 5.8 52.5 19.2 33.3 2.7 today’s misunderstandings, particularly 
Goodrich, B. Fe 34.6 23.4 179.8 25.2 154.6 7. in the negotiation of wage contracts. 
Goodyear Tire & Rubber... 50.7 70.3 3032 47.0 256.2 + «64 Another important aspect is that of tax- 
International Paper... 29.5 +=«-23.7Ss«s118.2Ss—i32.3t—«iSYS~*«ST ation. Depreciation charges are a recog- 
st =. ar en a “— nized cost of doing business but the tax 
sist : : : “ 35. 2.9 collector recognizes only depreciation based 
Jones & Laughlin 1.6 75.1 170.5 63.1 107.4 5 f on original cost. Since this is inadequate 
Montgomery Ward .. 26.0 88.1 519.7 1068 412.9 49 under today’s conditions, corporations 
National Biscuit... = 5.0 «44.5 iCOHAitiDsti«i KH“ (SCD which set aside additional sums out of in- 
Pittsburgh Plate Glass... 57 249 «= 1108—Ss«453i(tiB SCO come are in effect being taxed on capital 
Procter & Gamble 17.0 48.6 165.4 39.9 125.5 4.1 to the extent of the difference between 
ema mga : : : ~ original and replacement costs. This hurts 
adio Corp. of America....... 3.7 52.3 164.7 77.3 87.4 a the corporations, but also the stockholder, 
Spencer Kellogg 5.6 3.9 37.5 10.7 26.8 3.5 leaving less for dividends which on top of 
SWift & CO. nn (5.8 80.0 3228 1156 207.2 28 everything else are also double-taxed. Thus 
Union Bag & Paper... 3 64 = 19.5 4.1 154 4.8 eens will do well to reflect on all 
Ut) Ss Cee i 439.2 974.4 504.9 469.5 1.9 . aspects of the depreciation problem. 
eile ae os “3 : How it may affect them directly was 
en : 0.5 12.0 38.5 4.2 brought home nearly a year ago when 
Westinghouse Electric... 49.5 109.2 510.1 110.2 399.9 4.6 U.S. Steel Corporation announced heavily 
*—As indicated by latest reports available. increased reserves for depreciation and de- 
t—Represented by cash and marketable securities. pletion—a transfer which apparently ab- 
sorbed cash so substantially as to elimi- 
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60% to cover wear and exhaustion of facili- 
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in 1947. Whereas for 1947, the amount of the 
accelerated depreciation was $26.3 million 
(in addition to normal depreciation based on 
original cost), the amount charged against 
earnings in 1948 was $55.3 million. The total 
for the two years thus adds up to $81.6 
million or more than $3 a share, and similar 
charges are doubtless being applied to 1949 
earnings. 

To exactly what extent these special 
charges are at the expense of dividends is 
naturally a moot question, depending on com- 20 
pany decisions and viewpoints in the matter. 
As to reported earnings, one might argue 
that the resultant understatement fully off- 
sets the overstatement that would otherwise 
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have occurred; that is, that reported earn- 
ings more truly reflect real profits than if the special 
charges had not been made. From an accounting 
standpoint and apart from the tax angle, it is of 
course rather immaterial whether the amount in- 
volved goes into the depreciation reserve or surplus. 


Other Examples 


International Paper Company, similarly alive to 
the need to cover the gap between original and 
present cost of replacements, last year reported 
earnings in the conventional manner but out of 
final net appropriated $6 million for replacement of 
capital assets at current costs and another $6 mil- 
lion for inventory price adjustments. For the first 
half of this year, another $3 million were similarly 
appropriated towards depreciation reserves. The 
company however announced that it will discontinue 
further appropriations to this reserve, stating that 
these were made in the expectation that the account- 
ing profession would approve application of a re- 
serve so created but that it now seems clear that no 
such action can be expected. 

This special reserve by mid-year amounted to $9 
million while the special inventory reserve at the 
end of last year amounted to $18 million; besides 
the company had a general contingency reserve of 
$11.5 million, thus appears well fortified against 
whatever risks the future may bring. It is inevitable 
that such financial prudence enhances the stature 
of a company as well as its stock, thus is bound to 
redound to the benefit of the shareholder, if only 
indirectly. But doubtless also, the special reserves 
created have had some bearing on dividend policy. 

For another example, take Pittsburgh Plate Glass 
whose president only recently took occasion to com- 
plain about the depreciation problem. Because con- 
ventional depreciation methods were held inade- 
quate, the company out of last year’s earnings of 
$32.7 million appropriated $2.86 million to a special 
reserve for replacement cost of facilities at current 
prices, and in line with this made an additional ap- 
propriation of $1.95 million out of earnings during 
the first six months of this year. The company, more- 
over, has a contingency reserve of $5.68 million. 

Bigelow-Sanford Carpet Company is another con- 
cern which believes in accelerated depreciation de- 
spite the involved tax penalty. 1948 depreciation 
charges of $1.42 million included some $563,000 for 


SEPTEMBER 24, 1949 


this special purpose, but the statement for the first 
six months of 1949 does not reveal any similar ac- 
tion. Other reserves as of June 30 consisted of $1 
million for inventories, $800,000 for contingencies. 

Apart from instances where special depreciation 
reserves have been created, the general stepping up 
in normal depreciation accounts can be seen when 
comparing recent depreciation charges with the de- 
ductions made one or two years back. Invariably 
they are now a good deal higher. 

On the whole, the percentage changes are fairly im- 
pressive though the increased value of fixed assets, 
due to plant expansion, is of course an important 
factor in some cases. But there have also been rises 
in the basic depreciation rate. 

Similarly, wherever the inventory risk was 
marked, sizable inventory reserves have been estab- 
lished and more lately, as a result of falling prices, 
there have been a good many inventory write-downs, 
of course. But there’s also been some reverse action. 


Reverse Action 


Colgate-Palmolive-Peet Company in 1946 and 
1947 made provisions for inventory price declines 
by appropriating from earnings a total of $7.25 
million during these two years. 

This apparently proved overample in view of the 
action of fat and oil prices which remained sub- 
stantially above prewar. Thus in 1948, the company 
transferred from this reserve $4.25 million to 
earned surplus, retaining a balance of $3 million in 
the reserve for inventory price declines. A further 
$900,000 were transferred to surplus at June 30, 
1949, leaving a balance in the reserve of $2.1 mil- 
lion. From a stockholder viewpoint, the transfer of 
course matters little; instead of being in a reserve 
account, the funds now appear in earned surplus. 
The question of course is to what extent the original 
provisions affected dividend policy in the years 1946 
and 1947. 

In view of the large reserves created by numer- 
ous corporations against a variety of contingencies, 
it is not surprising that some quarters express the 
hope that in discussing and evaluating company 
reports, more stress be placed on net worth rather 
than exclusively emphasizing the profit picture. This 
is understandable when one considers that sizable 
reserves, created out of (Please turn to page 654) 
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Gauging Corporate 
Earnings Prospects 


Under Today’s 


Break-Even Points 
By WARD GATES 


BB reak-even points have assumed mounting 
importance in the current readjustment period. To 
what level the volume of a corporation could decline 
without throwing operations in the red has aroused 
widespread speculation in every direction, especially 
in a period when sales of so many firms have dropped 
abruptly from 1948 peaks. It is interesting, accord- 
ingly, to examine a few concrete examples provided 
by interim reports in the first half year where results 
give some clues to minimum volume requirements for 
profitable operations. 

At the outset, it is essential to realize that few 
managements can confidently predict just what 
amount of volume is needed to establish their pay 
point. It is of course easy to add up rigid overhead 
expenses and fixed charges and appraise their in- 
creasing pressure on operating margins as volume 
heads downward. But this is only part of the prob- 
lem, for inventory controls and pricing policies are 
a major element in the equation. Managements are 
obliged to tackle the problem of shrinking margins 
from numerous angles and as time is required to 
effect operating economies, the struggle is prolonged. 
Hence while profits may reach the vanishing point 
at a certain amount of sales, there is little assurance 
that this establishes completely a yardstick for the 
future. Progressive application of flexible cost con- 
trols in many cases may reduce the break-even point 
as time passes, or price cuts and mounting costs may 
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cause it to rise. This is the crux of all efficiency 
problems. 

How widely opinions differ as to break-even 
points, even among managements in the same in- 
dustry, and how broadly theories can vary, is well 
shown by conflicting evidence presented to the steel 
fact-finding board. The CIO economist Robert R. 
Nathan brashly asserted that in June, 1949, the 
steel industry’s break-even point was 32% of ca- 
pacity, using this measure rather than dollar vol- 
ume. In reply, Allegheny-Ludlum Steel Co. testified 
that second quarter earnings of this concern vir- 
tually disappeared with a volume of $24 million, or 
60% of capacity. Crucible Steel pointed out that an 
operating rate of 54% in June brought substantial 
losses. Jones & Laughlin set 64% of capacity as 

their dividing point between profit and losses. Colo- 
rado Fuel & Iron Corporation was especially illu- 
minating in its rejoinder, claiming that its current 
break-even point was closer to 70%, though in the 
last half of 1948 when market conditions and operat- 
ing factors were excellent, the pay point was nearer 
55° of capacity. This illustrates pretty well how 
rapidly the mark can change under different cir- 
cumstances. 


Other Factors to be Considered 


Another matter that distorts the picture are non- 
recurring items or abnormal accounting procedures 
that depress or expand earnings in relation to a given 
volume. That is to say, some concerns adjust their 
books in a manner that may show moderate profits 
regardless of a very sharp drop in volume, even 
though previously established reserves may have 
been utilized to make the relatively good showing, 
or carry-forward tax credits may have bolstered 
profits. Should no improvement in sales follow, fu- 
ture earnings may reveal that the break-even point 
was higher than it appeared. In contrast, drastic 
revision of inventory valuations, strikes, temporary 
exhaustion. of backlogs or other adverse factors 
could depress earnings close to zero, while a decline 
in sales might appear to the casual analyst as solely 
responsible. In such instances, the apparent break- 
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even point would prove false, as future interim re- 
rts might reveal. 
It will be evident from the foregoing that in 

attempting to uncover break-even points, it is neces- 


‘sary to probe as deeply as possible into the under- 


lying factors that may have distorted earnings. In 


‘many instances these influences are rather obscure, 


though in others, there is full disclosure of account- 


' ing practices and of temporary or permanent prob- 
‘Filems that may have arisen. In connection with our 


discussion, we present in tabular form a list of cer- 


‘tain concerns that recently have reported very slim 
earnings or deficits and for the most part reduced 


sales. Outwardly these figures should reveal approxi- 
mate current break-even volumes but, as we have 


pointed out, examination of individual backgrounds 


is needed for a clearer understanding in gauging 
corporate earnings prospects. 


Break-Even Volumes 


Our approach to the problem is directed at break- 
even volumes rather than break-even points for the 
simple reason that in most instances the latter are 
not generally known. For competitive reasons, man- 
agements are loath to publicize their break-even 
points even if they have a fair idea what they are. 
But in many instances, particularly where diversi- 
fied operations enter the picture, even managements 
are pretty much in the dark as to what their break- 
even point really is. The approach via break-even 
volume is therefore more practical, though subject 
to various qualifications discussed in the foregoing. 

Let’s take American Safety Razor Company, for 
example. On six months volume of $6.9 million, this 
concern was able to earn only one cent per share 
compared with 30 cents in the comparable 1948 
period. Indeed, on volume of $3.4 million in the June 
quarter, a deficit of 7 cents a share was incurred. 
Thus it might seem logical to assume that the com- 
pany’s break-even volume was around $3.5 million 
quarterly. As a matter of fact, though, half year 
volume this year was actually about $200,000 higher 
than in the first six months of 1948 when earnings 
were far more satisfactory. 

What squeezed margins abnormally in the current 
year were sharply higher promotional expenses in 
introducing the new “Silver Star” duridium razor 
blade and in opening new plants in Canada and 
England. The management expresses confidence that 
these investments are proving constructive and 
should be reflected by improved earnings in the 
relatively near term. Under normal conditions, there- 
fore, the company’s pay point would be considerably 
below the current apparent level. 


Effect of Rising Costs 


City Stores Company, where despite an advance 
in volume, net earnings declined to a nominal 10 
cents per share in the July quarter, furnishes an- 
other sample where apparent break-even volume 
may prove deceptive. Sales increased 4.9% over the 
comparable 1948 period, reaching $36.2 million. In 
the July quarter last year, this holding company for 
large department stores had a volume of $34.5 mil- 
lion on which it earned 37 cents a share, a more 
normal experience. For twelve months to last July 
31, total net sales reached an historic high level of 
$172 million and net earnings rose to $2.99 a share 
compared with $2.73 in the preceding twelve months’ 
period. The company’s recent acquisition of Franklin 
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Simon & Company, oldest specialty store in the coun- 
try, seems likely to expand annual volume of City 
Stores to around $210 million for the year ending 
January 31, 1950. It seems obvious that under re- 
cently prevailing cost conditions, a quarterly volume 
of close to $36 million is required for the company 
to stay in the black. The fact that a year ago, a 
volume of $34 million produced better earnings, 
points to rising costs in the interval, lowering the 
break-even point. 

Some of the big textile concerns in the first part 
of 1949 have operated rather close to break-even 
points, some below. When volume of Celanese Cor- 
poration, for example, dropped to $26.7 million in 
the June quarter, net income was trimmed to 
$127,035 compared with more than $11 million in 
the same period a year earlier on volume of $59.7 
million. After allowing for preferred dividends, this 
created a deficit of 11 cents a share on the common. 
A sharply lower production rate combined with re- 
duction in prices squeezed margins severely on the 
smaller volume. While it is possible that sales close 
to the level prevailing in the June quarter may indi- 
cate a rather dependable break-even point for this 
concern, an encouraging factor is that the low point 
was reached in April and that month to month im- 
provement in both production and demand has con- 
tinued since then. As operating economies have been 
achieved, it seems certain that earnings will be more 
satisfactory in the second half year. 


Non-Recurring Charges 


Volume of Textron, Inc., in the first six months de- 
clined to $31.9 million compared with $56.8 million, 
a drop of about 48°, in consequence of which a 
net loss of $3.3 million was experienced. In this 
special case it is hard to estimate a level of sales 
that would have allowed the company to break even, 
because of numerous unusual charges and adjust- 
ments, most of which the management claimed to 
be non-recurring. Inven- (Please turn to page 656) 




































































| Where Break-even Volume Indicated by 
| Marginal Earnings 
: Ist Half 1949 —— | 
Net Net 
Sales Pre-Tax Per 
($ mil.) Margin Share 
American Safety Razor... aun ee Le a 
Bendix Home Appliances. meio. Vi. <a. 
Catalin Corp... “3.1 Ba 05 
Celanese Corp... cm 26.76 2.9 def.11b 
Checker Cob 50 013,02 _—*| 
— aa a te 
aK... «a on | 
a... ea a ae 
Florence Stove... Eee Gee ae 
"(a Ser 
Gar Wood Industries... _ I7.7e 1.6 “ __ 04e 
Hewitt-Robins = +b ba 0% | 
Pacific Mills 21.8b 56 —_—.06b | 
Park Utah Cons. Mining 09 3.0 Ol | 
Pennsylvania Coal & Coke 2 1.9 .29 03 _ 
Standard Cap & Seal 3.6 3.3 .05 
Standard Milling 43.6f 0023 .03f 
Zonite : __13b 72.3 07b 
a Net profit margin e 9 Months to July 31 
b June quarter f Year ended May 31 
¢ July quarter g Gross profit 
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APPREHENSION that the ticklish subject of inter- 
national finance might send the A-B-C conferees off 
on tangents that could disturb rather than improve 
relations among the participating nations, was un- 





WASHINGTON SEES: 


Reduced to its essentials, the United States- 
British-Canadian financial talks amounted to an 
agreement on steps to be taken and not an ex- 
ecution of those steps. It was more promise than 

erformance and in its present state give Britain 
ittle more than encouragement that she does not 
stand alone in fighting the crisis arising from dol- 
lar shortage. While the British took away from 
Washington nothing more than advice and as- 
surances of later cooperation, to be extended as 
the need is demonstrated, it was a satisfactory 
visit for Cripps and Bevin. 


Popular impression, gained from newspaper 
headiine reading, was that the parley was the 
setting for a new direct loan to Britain. While 
that impression was wrong, it sent many congress- 
men into print and onto the radio to shout an 
emphatic “No!” Government fiscal experts realize 
that the departure of the Britons without a sack of 
gold will be considered by some a rejection of 
the visitors appeal; it will take some time, they 
realize, to make clear that the gathering was only 
to give intermediate approval to basic points al- 
ready fairly well se upon, set the stage for 
action which looks more to the future than to the 
solution of current dolar difficulties. 


It was surprising to find some of the more dis- 
tinguished members of congress sparring with non- 
existent issues. What they failed to appreciate, it 
appears, is the role they must ultimately play, for 
it will be largely up to the lawmakers to decide 
whether the program tentatively indorsed by the 
financial and diplomatic ministers must ultimately 
be put into operation. To the extent that they 
remove props * legislation, Britain will be aided 
administratively or by other legislation. 








USA-BRITISH TALKS 


By E. 





K. T. 


warranted. One of the most welcome results of the 
monetary conference was the good will engendered. 
British representatives found the State and Treas. 
ury Department officials most cooperative, they said; 
they seemed pleased to find they were not regarded 
as indigent cousins seeking a handout, but rather 
as spokesmen for a nation whose economic welfare 
is tied in with that of the United States. That was 
their basic hope — and it is fundamental in the 
problem. 

STRONG MAN of the conference was Secretary John 
Snyder. The Treasury Department chief took on 
added stature and will draw even larger praise as 
the details of the meetings are fed out to the affected 
agencies, according to members of the “task groups’ 
which had spent months preparing for the meetings 
and submitted their findings and recommendations. 
Possibly because congress was just setting up shop 
after the senate’s vacation (the house wasn’t even in 
session), Snyder was spared gratuitous advice from 
Capitol Hill. The State Department evidently real- 
ized it was “Snyder’s show” and didn’t try to steal 
it. The White House was discreetly silent. 
DECISIONS reached can more readily be listed than 
explained in their implications. This country will 
take a larger volume of commodities from the sterl- 
ing areas for stockpiling, and will relax customs 
duties. The latter point may grate upon the repub- 
licans in congress, and private industry may later be 
heard from on the agreements to take more petro- 
leum, use more foreign shipping. Much groundwork 
lies ahead before the proposal for a “high level of 
investment” in undeveloped countries will win ap- 
proval. Investors, naturally, will want to know what 
safeguards this country intends to throw about such 
ventures. They haven’t been told yet. 


HUMOROUS aspects of the meetings were few but 
Britain’s foreign minister, Bevin, figured in a bit of 
by-play which had both its amusing and its semi- 
serious sides. Soon after he reached the United 
States he found it necessary to have a tooth ex- 
tracted. Under his country’s national health plan, 
the government foots the bill. There are no “social- 
ized” dentists in the United States. A private practi- 
tioner did the work, will be paid by the Exchequer. 
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Ihe troublesome international issue which has 
revolved about Mexican oil may be cured shortly by 
extension of a loan by this country to Mexico. Many months 

















4 Wh have been given over to negotiations. They were near 
4 e collapse several times, now seem headed to early completion. 
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President Iruman and the State Department are confident 
and bi-partisan support has been readied on Capitol Hill 
yf despite a republican charge that "ineptness" on the State 
re} re Department's part has been the stumbling block and 
some sharp responses from the White House. 
The Mexican Government's attitude toward owner- 
Presa Ship and profits from its petroleum reserves, including a 
! policy of expropriation, has made for long-existent ill 
feeling. But, says Rep. Charles A. Wolverton, republican 
leader of the interstate commerce committee, the 






































and other foreign interests. 





Anyway, says Wolverton, 





fa loan would be a good investment against spread of the Red menace. The White House 


and State Department agree. 

The faltering monopoly investigation will be stiffened shortly by receipt 
of "work sheets" from several federal agencies which have been recruited by 
Rep. Emanuel Celler, committee chairman, to bolster the probe. Celler hopes to get 
under way in the study next month; hearings are likely late in October. Before 
then, he promises, reports of "finding of facts and recommendation" will be submitted 
by experts of the Federal Trade Commission, Interstate Commerce Commission, and the 
Departments of Treasury, Commerce, and Agriculture. The listing of agencies con- 
jures up notions of an inguiry matching in scope the INEC studies conducted by 
senator O'Mahoney several years ago. And suspicion is that the departments will 
simply turn over the material then used...and filed away. 

Evidently, nothing will be left undone to dramatize and headline the 
investigation. A little political condiment is certain to be added to the brew. 
Celler intends to invite witnesses from the commerce and industry, labor and 
consumer groups. After that will come the framing of "Suitable legislation.” 

A slight hint that Chairman Celler already entertains ideas of what is "suitable" 


















































be more healthy if big business were to divest itself of unnecessary subsidiaries, 
the subcommittee will consider tax and other incentives that may facilitate 
voluntary de-integration." 

Despite his fire-and-brimstone Speeches in recent weeks, the President is 
continuing to show a more conciliatory attitude toward congress. His retreat from 
the demand for higher taxes and the suggestion of a later reduction, was the first 
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understand and approve, would suit him. The Anderson measure continues parity 
payments but doesn't broaden them. It would put business methods into disposal 
of government-purchased surpluses. 

Present indication is that there will be farm legislation this year, not a 
mere extension of life of the present law. Likely to be voted is 90 per cent of 
parity price support for basic commodities for one more year, coupled with steps to 
prevent piling up of burdensome surpluses, even if stringent controls must be put 
into effect. Plantings may be reduced but little pigs won't be killed, the 
Administration assures with a direct reference to the Henry Wallace approach. 

Returning to Washington after Labor Day, the senate settled down in earnest 
to resolve its differences over reciprocal trade agreement legislation. Repeal of 
the basic law has little support. Favored it appears -- although four weeks of 
debate may change the outlook -- is a threv-year extension of the President's 
authority to negotiate trade treaties, chiefly among nations now signatory to such 
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pacts. The White House flatly refused to "go along" on a one-year extension and 
seems to have won the pojnt. 

The costly program of federal aid to education has been blown off the 
congressional calendar by the tail-end of the hurricane of religious argument 
generated by the feud between Cardinal Spellman and Mrs. Roosevelt. Efforts by the 
two principals, individually and jointly, to calm the situation have been unavailing. 
The house labor committee invited religious groups to send representatives here in 
an effort to reach an agreement on benefits for private schools, and the meetings 
ended in the closest thing to a religious row that the clergy countenanced. 





























attempt to teach congress the fundamentals of government economy with particular 
reference to its own conduct. Johnson was almost universally applauded when he 
announced he would save 1 billion dollars in operation of the National Military 
Establishment. But when he began by announcing cutbacks in military installations, 


congressmen from the affected districts came to a fast boil. 





























Not satisfied with that, he followed with a suggestion that the lawmakers 





pay their own way, use commercial airlines, for their between-session junkets. 
Johnson was vulnerable there. His penchant, and that of his Administration friends, 
for plane junkets was thrown back at him. Would he end that? He retreated: 
what he meant was, use commercial airlines where no established military routes 
exist. But he didn't say that! Worse yet, he had put it in simple language... 
and in writing. 

The first phase of the "five per center" investigation has been completed 





























and as Senator Clyde R. Hoey, committee chairman, had predicted the results to date 
add up to "red faces in high offices." The subject of income tax returns has 

come up -- but the returns of the affected gentlemen, it is understood here, 

already were under Bureau of Internal Revenue surveillance. And that is a side 
issue. Thus far, no committee member has suggested that employment of "five per 
centers" is illegal, however unnecessary it has been shown. For once, business and 
industry have not been drawn in as "culprits." 

President Truman has put his foot down on any compromise of the tidelands 
oil program he sent to congress last February. That would give the states oil 
extraction rights on the tidelands, strictly interpreted -- that part of the coast- 
line regularly covered by the flow and ebb of the tide; but the United States will 
control the "continental shelf," which is the area outward. Secretary of Interior 
J. A. Krug carried to a subcommittee, the President's word that he would veto any 
other legislation covering the subject, including Speaker Sam Rayburn's proposed 
compromise, which is less favorable to the coastal states than they have demanded, 
but it's more generous to them than the Administration measure. 

Organized labor's political offshots have a problem on hand: they are 
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enact national health insurance, expand the Social Security Act's coverage, and 
passed a revised wage-hour bill which dropped hundreds of thousands of workers from 
its protection. But the parent bodies, AFL, CIO, UMW and others, are almost solidly 
behind the democrat party, and tongue-in-the-cheek ballyhoo is already 

being heard. 

Labor's League for Political Education says a check of the 10 domestic 
issues most important to working men and women shows that "considerable progress 
toward enacting a large part of the Fair Deal" has been made. Members are reminded 
"the 8lst Congress is nearing the end of its FIRST session; the congress still has 
another year to go." Meanwhile reporters for labor papers are seeking admission to 
the congressional press galleries, to keep a closer eye on congressmen. The appli- 
cation has been tentatively refused by the working newsmen who comprise the 
committee on admissions. 

Urging its membership to "get on the gravy train," the housing lobby has 
indulged some crystal-gazing, to wit: "The value of real estate in our country in 
20 years will be at least twice as great as it is today, measured in today's dollars. 
















































































valuation will be 600 billion." 
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By V. L. HOROTH 


One may well begin by admitting that the 
full importance of the communist victories in the 
Far East, as a result of which the great sub-con- 
tinent of China is about to be closed to western 
influence and trade, has yet to be fully appreciated 
by the general public and by the western policy 
makers alike. The Far East and Southeastern Asia 
have become the real “soft underbelly” of the West- 
ern World — the critical areas through which the 
western democracies could be materially weakened 
in their struggle with Moscow. 

Unfortunately, despite their importance, the de- 
velopments in Eastern and Southeastern Asia have 
come in for divided attention because of fresh diffi- 
culties in Western Europe, where the promising 
progress made in rehabilitation and recovery has 
threatened to bog down. It is hoped that the 
straightening out of the sterling area’s dollar prob- 
lem and the putting of the overvalued Western 
European currencies on a more realistic basis will 
remove the threat to the program of recovery. Then 
undivided attention should be given and some hard 
thinking applied to the matter of fixing the bound- 
ary between the democratic West and the communist 
East in Southeastern Asia and the Far East. It is a 
matter also concerning India and Australia, and 
evidently it was taken up during the recent tri- 
partite talks in Washington. 

The need for some hard thinking is quite obvious 
— though one wonders why the answer was not 
worked out a long time ago, when, as the White 
Paper on China revealed, a number of Army gen- 
erals and responsible people in the State Depart- 
ment were convinced of the inevitability of the 
eventual collapse of the Chiang Kai-shek Govern- 
ment. The political and economic consequences of 
the collapse of the Kuomintang Government are dis- 
tressing enough even without considering the bil- 
lions of public money wasted, and the valuable in- 
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vestments and trade connections lost. But it is the 
future that could be much more frightening. 

We have already discussed in these pages, on a 
number of occasions, the chain reaction that a com- 
munist victory in China could set off, once the 
Chinese communist armies reach the borders of 
Indo-China and Burma. There is little to prevent 
these armies from spilling over the borders. The 
great mass of half-starved, half-educated Asiatics 
are likely to regard them as the bearers of new 
freedoms — just as the ragged armies of the French 
Revolution were regarded in Central Europe some 
160 years ago. Both Indo-China and Burma have 
been in a state of chaos since the end of the war, 
and large areas are already under communist sway. 

With Indo-China and Burma under communist 
control, Siam’s days as a free country would be 
numbered — and the Siamese themselves admit it. 
The three areas would swell the population of the 
communist bloc by some 60 million people. The 
world’s largest surplus rice growing area would 
come under the indirect control of the Kremlin — 
a development that would strengthen Red China, 
but would weaken the neighbouring countries, India, 
Indonesia, and British Malaya, which have been 
the chief customers for the rice surpluses. Presum- 
ably rubber, zinc, tin, and other raw materials pro- 
duced by this region would no longer be freely ac- 
cessible to the West. 


Threat to Malaya 


With Burma, Siam, and Indo-China in the com- 
munist camp, Malaya could not last very long 
in view of a strong Chinese minority and the fact 
that a strong communist guerilla movement already 
exists and is keeping busy some 100,000 British and 
native troops. With Singapore gone, the recently 
organized United States of Indonesia would be 
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United States Trade with the Far East 
and Southeastern Asia 
(In millions of dollars) 
Exports to Imports from 
1937. 1947 1948 1937. 1947 1948 
China (a)... 66 353 240 107, 117s 
Indo-China = 3 24 4 7 a 3 
Drnisne ck  BGB 414 323 204 35 60 
Korea os 59 69 (b) 2 2 
Philippines ... 85 439 468 126 162 228 
Formosa _............ (b) 9 6 (b) — | 
Hong Kong ............... 20 89 84 9 2 é 
Burma elie 6 5 (c) ne 2 
Indonesia 25 104 93 115 34 77 
Se ee 66 82 243 283 269 
Siam ea: 13 16 | 18 49 
Total . .. 500 1,576 1,400 812 657 813 
(a) Including Kwantung. (b) Included in the trade with Japan. 
c) Included in the trade with India. 























hardly tenable, especially as constant danger exists 
that the communists may once more head the “full 
independence” movement if the Dutch and Indo- 
nesian moderates fail to reach an understanding. 
The fall of Malaya and Indonesia would entail the 
loss of another 80 million people to the communist 
“sphere.” With them would go most of the existing 
resources of tin, natural rubber, cinchona, palm oil, 
and a long list of other important raw materials. 
Australia would be endangered and the defense of 
the Asiatic littoral split. The Philippines, South 
Korea, Hongkong, and Formosa, and even Japan 
would be difficult to defend. It is not at all improb- 
able that under these circumstances, Japan — with 
the army of occupation gone would also “choose 











Far Eastern Trade in Principal Commodities 
(in millions of dollars) 
____ A) EXPORTS is 3). on iT 1947 1948 
Rubber . 479 442 534 
Rice . 264 n.a. n.a. 
| Tin, ore and bars 191 95 180 
Cotton piece gocds... 165 83 75 
Sugar . 149 5 34 
Silk . 136 16 23 
Petroleum ’ 132 24 98 
Copra and coconut oil 93 232 277 
900) 223 47 15 17 
Tung oil . yee 26 41 18 
Coal : 22 I 3 
Manila hemp . 22 31 30 
ie) | aoe ; 18 i 32 
B) IMPORTS 
Textiles and fibers 737 669 584 
Food and products 392 917 733 
Chemicals incl. fertilizers 220 231 118 
Petroleum and products 194 189 205 
Machinery estes, eee 130 109 
lron and steel products een |) 77 81 
Motor vehicles, planes, etc. aid 126 N12 
Note: Countries included: Burma, China, Indo-China, French Oceania, 
reereen Idonesia, Japan, Korea, Malaya, Philippines, and 
iam. 
Source: Foreign Commerce Weekly, June 13, 1949. 
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to go over’ for economic reasons, since most of its 
natural trading area would then be under communist 
control. 

With Southeastern Asia and the Far East going 
communist, the West would be faced with a setup 
infinitely more dangerous than that existing in the 
spring of 1942. The balance of power by that time 
would be in the hands of the Kremlin without a 
third world war being fought. For once, the tre. 
mendous manpower of Asia would have the re. 
sources and the means of exploiting them. At the 
same time, the disruption of the great triangular 
trade betwen the United States, Western Europe, 
and the Far East would deprive Western Europe of 
badly needed dollars. And means would have to be 
found in this country to develop hurriedly the re- 
sources of Africa, Latin America, and the Near 
East for self-defense. 


The Worst Need Not Happen 


Fortunately, history does not need to take the 
disastrous course described in the foregoing if the 
West — and the United States in particular — acts 
without much delay and without the fumbling that 
has characterized our policies in China. Even if 
Indo-China falls to the Reds, there is a good chance 
of saving Burma for the West — and the British 
are doing it already by lending money, sending 
advisors, and in general by helping the country to 
its feet economically. With Burma saved, Siam prob- 
ably could hold out, since there are practially no 
communists there. And if the Dutch are wise, the 
Indonesian nationalists can be turned into the most 
effective allies in combating communism. 

How can Moscow, and now also Peiping, be pre- 
vented from extending their domination over South- 
eastern Asia and the Far East? In the first place, by 
our seeing to it that the budding Asiatic nationalism 
is not misused by the communists for their own 
purposes. This, of course, is easier said than done. 
As champions of Asiatic nationalism, we may find 
ourselves in a situation where we shall be aiding 
sincere but inexperienced governments intent on 
all kinds of social and business experiments — 
against the experienced British, Dutch, and French 
colonial administrators who may be out of step 
with the times in their attitude toward the Asiatic 
peoples, but who nevertheless could restore order 
and the conditions under which business would 
prosper. 

It will take experience to know just how far to 
support the new native governments. Indo-China is 
threatened by engulfment by communism because 
the French Government has not been willing to con- 
cede enough to the native peoples. On the other 
hand, Burma is threatened by communism because 
the British pulled out of the country too fast, and 
left behind an inexperienced government and politi- 
cally half-educated people. 


Economic Aid 


A second important point is to give enough eco- 
nomic aid to an Asiatic country to ensure some in- 
crease in the low standard of living. Some kind of 
Asiatic ERP may yet be needed to buttress Burma, 
India, Siam, Indonesia, and even the Philippines in 
their stand against communism. Such an Asiatic 
ERP would not need to be on the lavish scale of the 
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nunis}} Western European aid, since no sup- 
port of a high standard of living is Foreign Trade of the Far East and Southeastern Asia 
going} involved. Investments under the Point (wr ealllone: of 0S, dalle] 
setup} Four Program, developmental loans con ee 
in the} by the Internationa] Bank, and as- 1937 1948 1937 194 
t time} sured markets for the products of the porn vs. Pr = — us iad us 
ye un are moun are mo ar m n r 
ng a - countries may do the Dollars % Dollars ye Giles %, Dollars y 
. = Still another essential point is that, Japon ne 1,206 259 1,372 682 | 
\t the in dealing with Communist China, Ching)... (Be 26 244 i 627 20 335 46 | 
\wular} the West must present a united front, || Meleya —.. 520 44 BI 27 394 2 840 12 | 
1rope, which is bound to carry greater Indonesia ........... 523 19 395 18 270 10 438 22 | 
ype of |. weight. Up to now, for example, the || Korea ......._ 195 9 249 180 | 
to be Brititsh attitude has been quite dif- Philippines ........ - 52 82 322 63 109 58 527 84 | 
1e re.| ferent from ours. While we have been = || Hong-Kong ........._ 143 9 399 10 189 8 523 19 
Near} closing consulates and businesses |j8urma ... 188 = — = 198 — 89 4 323 a 
throughout that part of China con- || Siem 0. 75 180 — 50 5 130 _ 
quered by the communists, the Brit- Indo-China ......... 105 9 93 19 63 5 187 14 
ish have kept their trade channels Total 3,668 ane aa cua 
open, and in some cases they even = _— saltiens 
e the} built up advance relations with the |} Source: Foreign Commerce Weekly, June 13, 1949. 
f the} communists. The Hongkong traders | U. N. Economic Survey of Asia and the Far East, 1949. 
are reported to be anxious for the lk ———— ——— 


- acts 
that | fall of Canton, so that a more or less _ 
normal flow of trade could be re-established. question, moreover, that these funds will be spent 



































en if : , - : 
Lance Presumably they would not object to British rec- more profitably than they would have been spent in 
‘itish | Ognition of the communist regime, regardless of China, and that the American businessman will 
\ding | political consequences. eventually benefit from it. Our trade with Indonesia, 
ry to Siam, Burma, the Philippines, Formosa, and even 
»rob- Need for Common Policy India is likely to expand, and to some extent may 
y no offset the loss of trade with China proper. 
, the The difference in attitude and viewpoints between As the accompanying table shows, our exports to 
most Britain and the U. S. has probably a good deal, if the Far East and South- (Please turn to page 654) 
not everything, to do with 
Britain’s dependence on for- [== 
pre- fF + || _ , 
ah eign trade and the strait- Postwar Grants, Credits and Loans Extended to the Far East 
a fe ened circumstances in which (July 1945 to Sept. 30, 1948) | 
lism | the country finds herself, Yet || — [in millions of dollars) | 
ou in the end, such an attitude 2 Malaya 
1 may prove dangerous and Philip- —_Indo- Hong- 
ai self-defeating Only recently China Japan Korea pines nesia Burma Kong _ Siam| 
ind , : ’ eT OEE ee nae ee ee 
ding it was reported from Wash- || UNITED STATES 
- on | ington that Secretary of State ie ke a ee Oe 
. sa = Knew shen yc UNRRA and other relief 562 1,418 389 53 4 _— ae eal 
ench OeCre ary evin ave reac ne Military aid, incl. transfers... 125 _— I — —_— —_— —_ = | 
ate a community of views” in — 275 si ae are 84 eae wa — | 
inte problems facing their two Surplus property credits 95 16 25 7 100 5 _ 10 | 
rder | governments in the Far East y eawirt voiding eee ay ee | 
viet and Middle East. Presumably po cai i = si = 5 os = re al 
this implies development of a Rehabilitation grants _ 286 — on 620 — ~ _ 4 
si common policy in the China || GREAT BRITAIN 
ipa crisis put 10 1S probpabdly too ar damage grants or 
rw but it probably t War d 
seth much to expect an identical ‘ _— =~ + — ~ _ — . — | 
_ ucariona gran s = —- “<—- —_ —_ —_ —_— | 
con- Anglo-American course of -— Colonial develop. grants... — os “= os — — 28 — | 
ther tion regardless of how desir- Inter. expend. grant... — — — a — 50 24 —_ 
= able this might be. Doubtless Loan by colonial office... — — _ oo = 40 33 ne 
pose continuation of the cleavage || INDIA 
wre between British and Ameri- Surplus property credit... — - = — — _ — 15 
liti- | can policies, or adoption of on siti | 
the former, can only play into Ph aaa quam = = on = — - ak, 
the hands of the communists. yaa Oe 2 a = - 15 —_ = - 
One may conclude with a |} puctratia — 
degree of certainty that some Surplus property occu on ian sia 24 _ a ac 
eco- | of the money that would have || swepen 
-In- — been spent in China, and prob- Commodity loan ooo. nas sc see 3 _ ome one 
1 of ably additional funds, will be aa 694 425 770 545 513 302 25 
mn : : 
= spent a the future in the (a) Credits extended to June 30, 1949. 
dee countries lying along the peri- (b) In addition surplus property originally costing $1,078,000,000 was transferred to the Chinese 
atic | phery of the Chinese com- Government for $232,000,000. 
the | munist advance. There is no 
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modernization of retail outlets have 
enabled them to build up profitable 
business though margins are neces- 
sarily low. The consumption of food ig 
so dependable at all times, that when 
a reputation for fair pricing, quality 
and up-to-date presentation has been 
established, skilled merchandisers en- 
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— FOR INVESTMENT APPRECIATION 


SELECTED BY OUR STAFF 


Edun factor running counter to tradition in 
the postwar boom has been the manner in which the 
stock market refused to reflect record high corpo- 
rate earnings and dividends during their uptrend, 
at least on the accustomed scale. In sharp contrast 
to former boom periods when share prices soared to 
heights that precluded achievement of satisfactory 
yields and greatly increased the risk factor, recent 
quotations have continued to discount liberally most 
uncertainties ahead. While all of this contributes to 
a sound position, caution has held the prices for 
many high grade issues to a point where they merit 
consideration for conservative portfolios. 

Regardless of current recessionary influences or 
how long they may endure, it is safe to assume that 
certain industries will not only remain relatively 
stable but push forward in the long run to keep 
abreast with our expanding economy. The steady 
growth in population together with scientific devel- 
opments assures the long term progress in these 
fields of enterprise, while there is little to indicate 
that present readjustments will be a serious prob- 
lem. To assist our readers, we have selected four 
companies in promising lines whose shares now 
seem to hold above average attraction. Analysis sug- 
gests that current attractive yields should prove 
relatively stable and that these concerns, while 
notable for past substantial growth, have far from 
reached maturity. 

Food distributors generally have given an excel- 
lent account of themselves in the 
current uncertain year. The 
strongly established firms oper- 
ating on a chain basis have 
learned from past experience 
many lessons that are now bear- 
ing fruit. Large scale purchas- 
ing power, rapid turnover and 
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FOUR SOUND 
HIGH YIELDING 

















joy definite growth potentials even 
under heavy competition. As our pres- 
ent choice in this field, we have selected 
National Tea Company, whose busi- 
ness record for several decades has 
been outstanding. 

Living in the oil age renders selec- 
tion of the petroleum industry rather 
logical as a sample of marked growth 
and still promising potentials. With 
43 million powered vehicles on the 
road, greatly increased demand for 
heating fuels and the development of 
thousands of petroleum by-products, 
well situated producers and refiners of 
crude are more than ever in a position 
to forge ahead. While earnings of the 
industry in the first half year were 
sharply down from the abnormally 
profitable 1948, they seem to be level- 
ing off on a very satisfactory plateau 
that should warrant continuation of 
liberal dividends. There are elements 
in the situation of Pure Oil Company 
that command unusual attention; thus we have se- 
lected the shares of this company for our present 
study. 

Merchandisers of low priced soft goods and house- 
hold articles on a nationwide basis have enjoyed 
an exceptionally favorable record for stable opera- 
tions throughout the years. As never before in 
history, a few of these better situated concerns are 
offering the most desirably priced goods that world 
markets provide for consumers in locations where 
purchasing power is large and dependable. Some of 
these chains have spent vast sums to improve their 
stores where their retail experience has proved 
profitable, at the same time eliminating units with 
an unfavorable record. This promises to stabilize 
over-all earnings as well as to enhance long term 
volume potentials. Our selection for special con- 
sideration in this field is S. S. Kresge Company. 

Building construction has a record and possibili- 
ties that seem to measure up well to the purposes of 
this study. Building activities have been a striking 
tool in the improvement of American business and 
personal living standards, and years may pass be- 
fore the industry’s accelerated postwar activities 
will subside significantly. This is especially true of 
certain specialists in this large field, from which 
we have chosen one with an exceptionally long divi- 
dend record and a promising outlook, Otis Elevator 
Company, as one of the outstanding beneficiaries of 
the building boom. 

On the following pages we 

— present statistical data and brief 

comments on each of the four 

concerns mentioned. As to the 

timing of purchases, we suggest 

that readers follow the advice of 

A. T. Miller presented regularly 
in each issue of the Magazine. 
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PURE OIL COMPANY PY sr KRESGE (S S) CO. KG T 
as T T oa 
Price anes in 5¢ to si — : a 
— ; 1929 - 1935 —1-th tas 29 - 190 30 
a ae 1929 - 1935 
; Loy - 2% — High — 57% 
== : ow waa 35 — Low — 58 45 
: it 
= : ne = — tt 
Debt & Minority Int: $34,452,9142 — 30 Het =| 40 
Shs. $5 Pfd: 442,434 - $100 par- = Funded Debt: $932,646 tt ctthh ot 
. Common: 3,982,031 - no par— tt Shs. Cap. Stk: 5,517,872 - $10 par 
Fiscal Year: Dec. 31 7 —— re 25 Fiscal Year: Dec.‘ 31 — 7 35 
= : iH — s : TI 
tt tt 
iti — 
- t ; ttt 2 30 
jon ar = 
= ea " = 
4 : + n wt itt 3% 
fF m1 Ht hu Pt 
Mt it +— 
that ert — at 10 ! U tip 2 
th — hh ft tft t 
mm Pat Tt ct 
| we 15 
a It —— 
- THOUSANDS OF SHARES aaa 
Z + 9 QUSANDS OF SHARES + - 
= . men A are a | T (a 
P| 1 138 ; T | I, 8 
50 
1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 
ae.) 12) 2.86 | 2.47 | 2.50 3.13 2.64 3.74 | 4.77 9.91 FARK] 1.64 1.90 | 1.83 1.72 1.45 1.54 | 1.77 1.90 | 3,98 | 3.77 3.95 aan 
3 25 . 250 +75 1.00 275 1.25 | 1.50 2.00 ov. 1.20 | 1.35 1.35 1.15 1.25 2.50 | 2.25 on. 
wa | 22.7 12 30,9 | 32,1 | 40.1 | 55.5 | 52,0 | 48,7 | 57.7 miij] 28,9 | 31.3 | 32.8 | 35.0 | 40.4 | 45.9 me | 58.9 | 67.1 | 73.2 | 75.7 
PURE OIL COMPANY S. S. KRESGE COMPANY 
BUSINESS: An important and fully integrated ~~ in the petroleum gysiNESS: Company ranks second to Woolworth as an operator of 
Se -—- regen fo ~~ Fire. _— — a large chain of stores selling low-priced soft goods and household 
Ss. ere eee se sae ichigan. Five retineries have G articles. At the start of 1949, stores in the chain totalled 638 in the 
total daily capacity of about 114,000 barrels. Retail distribution is United States and 64 in Canada 
maintained in 28 states through dealers and company-owned stations. ; 
OUTLOOK: In the first half of 1949, demand for gasoline increased OUTLOOK: In contrast to the general downtrend in department store 
to an all-time high, lifting the company's sales of this product 7% sales this year, volume of Kresge in the first eight months advanced to 
over the same period of 1948. Reduced prices and volume for light —— = or 1.39 fo — the — Se 
and heavy fuel oils, though, have lowered earnings rather materially °'9"' icantly, August volume advanced 5. Tor mcwanag Set cule 
thus far in the year. The outlook is now improved by evidence that '™Provement may be expected during the active final months of the 
prices have stabilized and because supply-demand factors have become Yeo! The better than average performance of this fifty — old mer- 
closely balanced for the first time in many years. Uncertainties over chandiser attests to - popularity ameng cubomers seeking ‘" broad 
coal continue to swell demand for heating oil. Virtual completion of Ar — et te priced within re — Continued 
Pure Oil's large refinery construction program should now expand its gent all shi per noel tate i ue CR ea Ca ee Sb 
product output. State restrictions against production of crude oil have ‘Seems We bye ote id Extensive modernization of Kresge’s ig sabes aoe 
recently been eased somewhat, with prospects of further alleviation ?'"9 oe shou —— extending a rom year ha 
before long. Net earnings in the first half year were $2.99 per share vocal et aan fa ihe —. yee a not likely to gain wor : 
compared with $4.93 in the comparable 1948 span. It seems likely that a ity improved verwme, in tact mey end up nearer te $3.25 areas 
earnings may trend slightly upward in the second half. Extensive ex- a" the $3.95 reported in 1948. Despite operating economies, margins 
ploratory work is continuing on some large new oil fields recently dis- 9! probably narrowed by inventory adjustments and higher wage costs. 
covered, and there are indications that in the near term, Pure Oil may The quarterly dividend rate - 50 cents a hg 2 ee! though, 
be in a position to meet its full refinery needs from its own crude and prospects for a year-end extra are rather good, depending <a 
sources, and quite possibly be able to expand volume and earnings sults in the final quarter. The company should continue to pay liberal 
from surplus production. and consistent dividends as it has done since 1913. 
FINANCES: Capital expenditures this year are lower than in 1948 but FINANCES: An exceptionally strong financial status is enjoyed by 
still substantial. Current resources, however, appear ample to finance  S. S. Kresge, with ample working capital of $75.7 million and no long 
all operations without recourse to borrowing or additional financing. term debt other than about $933,000 mortgages on its store properties. 
Working vapital of $57.6 million at the end of 1948 plus current earn- Cash holdings of $34.2 million alone more than cover all current 
ings and funds available from depletion and depreciation reserves _ liabilities. 
pate @ strong petmon. P : . MARKET ACTION: Recent price of 41 compares with a 1949 range of 
— ACTION: Recent price of 30!/2 compares with a 1949 high of high—424/, low—357%/. Current quotations establish a yield of 5% on 
32/4 and a low of 245%. basis of the regular dividend alone. 
COMPARATIVE BALANCE SHEET ITEMS COMPARATIVE BALANCE SHEET ITEMS 
December 31 
4 December 31 
40 1948 Change 
— (000 emleted) " ASSETS aa (000 omitted) — 
RE SEIEBR TNT. Reo ter ree heh oP ee ee eer $ 9,050 $ 21,342 +$12,292 
Marketable Securities «0.0.0.0... ees 2,346 see RR eee esas iavsconcnuskosnvaa<caseue Geecea an $ 34,253 +$ 6,723 
sheet Nef oo... eeeeeeeee vs Bs biged + Ps 4 Marketable Securities sae ee eed intae 185 38,000 + 34,855 
oO ERS aaa een if i + 24, i oC ae ad eae 308 40 a3 2 
TOTAL CURRENT ASSETS. Uo 34,584 on ian 20,093 35,140 .:‘*15,087 
Plant and Equipment.............................. 214,198 340,521 + 126,323 TOTAL CURRENT ASSETS... 48,116 105,373 + 57,257 
ar eeeeenes Par Taide dcp ecatoteriave 98,961 158,537 + 59,576 Plant and Equipment .... 105,154 113,192 + 8,038 
ae weeseesseseeessesessereesenenes Mn err4 bia eo + peg Ress Depreciation crepe ee. 24,533 33,782 — 9,209 
seeerseeeeeeeeeeeseeeaeceeeaeens : ’ ’ = 7 AD GMO O ac caccccccsesccccevccccosece % f F 
TOTAL ASSETS... $184,738 $270,968  +$86,230 Other Arete... ' “3/934 4205 + ‘271 
LIABILITIES NT I ooo onde scansysJcsesndcudaconsesenas $132,671 $188,988 +$56,317 
PIN NMR 26 i dag cicaica sa vucuave'casvsigouteive,) & op uwuepade $ 1,275 +$ 1,275 
Accounts Payable ..................... .. $ 7,831 18,582 + 10,751 LIABILITIES 
Reserve for Taxes..................... ee 2,612 13,960aqa -+- 11,348 
Other Current Liabilities................. 1,441 4,071 -+- 2,630 Accounts Payable .... : $ 5,104 $ 7,507 +$ 2,403 
TOTAL CURRENT LIABILITIES........... 11,884 23,928 + 12,044 Reserve for Taxes.....................0. 3,824 13,212 + 9,388 
MU TRMPMINT MINED 635525555 -scsinccanasccscacsse 3,479 30,666 + 27,187 Other Current Liabiilties ......... 6415 8,927 + 2,512 
— IE scvaswiierevceharsnissesbcten 2,408 3,588 + 41,180 TOTAL ae LIABILITIES. : —e — + b> 
as foo cc cca treehs cosacdeevsn<Weehubicesdecess ” Oplegeaguens 1,500 + 1,500 Long Term Debt ........................ ‘ 5 3 + 82 
Preferred Stock .. 72,543 44,243 -— 28,300 Reserves wien 7,519 + 5,137 
Common Stock . 39,820 (|: crs Capital ..... 55,179 ao 716 
Surplus 54,6 127,223 + 72,619 Surplus... 95.711 + 35,979 
TOTAL LIABI es . $184,738 $270,968 + $86,230 TOTAL LIABILITIES $188,988 +$56,317 
WORKING CAPITAL $ 22,700 $ 57,697 +-$34,997 WORKING CAPITAL $ 75,727 +$42,954 
CURRENT RATIO ........... 2.9 4 + 5 QI CII vs ccsvenciceicscccccccccecsscenes : 3.2 3.5 + 3 
635 
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NATIONAL TEA r OTIS ELEVATOR Tr 
—}+-— ——1 Adjusted : : : ——j Price Range; 
Grocery Chain i Price Range 40 : ; ; 1929 - 1935 
| 1929 - 1935 High. —.75 
; High — 92% : ; : Low — 9} 
si sad 35 — 
= =] 30 —— Funded Debt: None =A | 
Se : —f+—t n n ——j7Shs.' $6 Pfd: 65,000 - $100 par —HHH - 
Serial Notes: $1, 200 ,000=——_}-— — ao ——1$hs.; Common: 2,000,000 - no par ae en 
Shs.’ $2.12) Pra: 28,400 - $60 par——j— tr 25 ——7Fiscal Year: Dec.: 31 + 
Shs.; $1.00 Prd: 37,500 - $50 par= — ft u TT a - - at : 
‘Shs.’ Common: 769,380 - $10 par= rm LI =o : : D : 
4Fiscal Year: Dec.: 3 ff yf : t +—— 
- : ft 20 : 7 a r T = 
= # ae {Hh 
[- om Tt 
oo 15 : | 
— La) UL Ws FT 
; - ; - fr 10}}4 - aft HH +} 
.— ; = # : — 
‘ : TI al by A L 
: rer in Lites — u Li 5 - . 
at ay Tal == = 
: t : : : |__| THOUSANDS OF SHARES THOUSANDS OF SHARES ° 
tt : t : 50 = T 
rn : t | RETA a 
t ——t: 8 —t t t t tt 
7 ; ¢ “aA TRETI PPP TTT PTT 7 
1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 1948 1949 ‘$938 1939 1940 1941 1942 1943 1944 1948 1946 1947 1948 
4.7/9 72 | .43 56 54 -44 | 1.59 | 1.33 | 4.51 | 5.45 | 5.08 any 1,18 1.10 3.05 | 3.10 118 | 3 : 
: e = : : E : 65 | .85 | 1.25 | 1.878 ov." .60 | .90 11.00 | 1.00 11.00 _| -35 
3.0 | 3.2 2.9 4.3 4.6 5.3 6.5 9.2 19.9 12.9 | 14.9 | we op ¢aail| 16.5 17.3 20.4 3.4 24.5 | 30.5 | 35.4 41.8 





NATIONAL TEA COMPANY 


BUSINESS: Company operates a chain of about 660 retail food stores 
on a cash and carry basis in eight midwestern states. Since organiza- 
tion in 1902, growth has been remarkably consistent. 


OUTLOOK: Prospects are enhanced by continued high leyel national 
income and the general trend to spend more liberally for food re- 
quirements. Volume in the current year may reach record proportions 
due to installation of numerous new supermurkets, while elimination 
of several hundred less profitable retail outlets in recent years should 
henceforth aid in widening profit margins. The area served gives strong 
promise of impressive growth in population and purchasing power. Ac- 
quisition from the War Assets Administration of a huge munitions plant 
in Chicago paves the way for a modern warehouse to service the 
company's chain stores more efficiently and to place operations on a 
more economical basis. Sales in the period from January | to June 15, 
1949, rose 1%, despite operation of 24 fewer stores than a year 
earlier, indicating benefits derived from aggressive merchandising poli- 
cies. Net income in the same interval was reported at $2.52 per share, 
covering conservative quarterly dividends of 50 cents by a satisfactory 
margin and warranting payment of a 50 cents extra dividend early 
this year. Total net in 1949 may be around $5.25 a share. 


FINANCES: Sale of 128,230 shares of new common last fall, provided 
ample funds to meet working capital needs on recently expanded 
operations, as evidenced by a current ratio of 2.4 at the end of 1948. 
This is especially true since the company's turnover is now the most 
rapid in its history. 


MARKET ACTION: Recent price—30, compared with a 1949 range of 
high—3034, low—2I'/2. Based on 1948 dividends, the current yield 
is 6.20%. 


COMPARATIVE BALANCE SHEET ITEMS 


December 31, 
t] 












194 948 Change 
ASSETS (000 omitted) 
Nis sks nso ack ais Seuaeseegapencessnastouseesniere $ 1,636 $ 6,429 +$ 4,793 
BSCR VSISS, BOOP 000.000 00:.cecsccccccvessoossoseses 444 91 + 466 
Saco c csi babnapnwanenncah® 4,372 18,157 + 13,785 
TOTAL CURRENT ASSETS........................ 6,452 25,496 + 19,044 
Plant and Equipment........ 16,196 18,022 + 1,836 
Less Depreciation ...... 8,207 7,875 _ 332 
MINI, saben ancscorensssssscossonerpeysspssonss 7,989 10,147 + 2,158 
Other Assets dsiasivaytusisticisaiaineunn aes buaedts 1,866 1,960 — 94 
INI os sass veniccesusbossovqniereverchaes . $14,557 $37,603 +$23,046 
LIABILITIES 
eR UID soc ncuncvescctsesesassssaccsnenses $ 1,736 $ 6,287 +$ 4,551 
Reserve for Taxes............... 710 2,500 + 1,790 
Other Current Liabilities........... 146 1,799 + 1,653 
TOTAL CURRENT LIABILITIES..... 2,592 10,586 + 7,994 
Long Term Debt 443 1,200 4. 757 
BIS asscsncovtecss 107 200 o 93 
Common Stock 7,783 7,684 — OD 
Preferred Stock ..... 1,431 3,295 + 1,864 
ae 2,181 14,638 + 12,457 
TOTAL LIABILITIES ....... $14,557 $37,603 +$23,046 
WORKING CAPITAL ..... $ 3,860 $14,910 +$11,050 
REET RATIO nosis -.50600scccccc.s0s00.0020505 2.8 2.4 ae ei | 
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OTIS ELEVATOR COMPANY 


BUSINESS: Company has produced most of the elevators in service 
throughout the nation and a great many abroad. It is also the dominant 
manufacturer of escalators used by department stores. 


OUTLOOK: While a moderate recession in volume seems probable for 
this company, operations are likely to continue on a scale well above 
prewar. An encouraging factor is the prospect of vast public housing 
projects that require elevators, as well as construction of numerous new 
office buildings, hospitals, and other public units. Gross income has 
always been somewhat stabilized by service charges and repair work 
often charged for on a regular monthly fee basis. For six months ended 
June 30, 1949, the company billed $42 million against orders com- 
pared with $48.4 million in the same 1948 period. Net earnings equal 
fo $3 per share in the first half year were only 7 cents below the 
comparable span in 1948, but completion of old contracts and in- 
creased dividends from foreign subsidiaries held margins abnormally 
wide. New orders booked in in the first six months amounted to $39.7 
million and the management expects about the same volume of in- 
coming orders in the second half. Backlog orders of $90.8 million on 
June 30 were approximately $10 million below a year earlier. All said, 
it looks as if 1949 earnings may be around $5 per share compared 
with $5.85 in 1948, for dividends from subsidiaries abroad will prob- 
ably shrink. Whether the company increases the final quarter dividend 
to $1 per share, as was done last year, remains to be seen, but pay: 
ments should continue at 50 cents quarterly unless conditions change 
radically. 

FINANCES: A current ratio of 4 indicates a strong financial status, while 
working capital of $41.7 million seems entirely adequate for the com- 
pany’s operations. Six reserve funds totaling $9.5 million should cushion 
any possible inventory losses or other contingencies. 

MARKET ACTION: Recent price of 33 compares with a high of 34 
and a low of 28 in the current year. Dividends of $2 per share paid 
in 1948 establish a yield of about 6%, payments at various rates have 
been made regularly since 1903. 


COMPARATIVE BALANCE SHEET ITEMS 











December 31, 
1940 1948 Change 

ASSETS (000 omitted) 

er ace a os cise ge ere Tae ie $ 8,438 $13,489 +$ 5,051 
Marketable Securities .......... 5,83 25,069 + 19,231 
Receivables, Net ............ 2,716 9,118 + 6,402 
Inventories ................. 4,378 12,555 + 8,177 
Other Current Assets............ 293 4,306 + 4,599 
TOTAL CURRENT ASSETS.... 21,663 55,925 + 34,262 
Plant and Equipment.......... ‘ 26,900 24,228 — 2,672 
Less Depreciation ................ 14,665 a 439 
Net Property .................... 9,563 — 2,233 
Other Assets ...... 8,189 “F 242 
TOTAL ASSETS $73,677 +$32,271 
LIABILITIES 
I IN cons nasncescccescesteceeserrace $ 859 $ 2,896 +$ 2,037 
Reserve for Taxes....... ry 752 7,170 + 6,418 
Other Current Liabilities... 459 4,106 + 3,647 
TOTAL CURRENT LIABILITIES. 2,070 14,172 + 12,102 
a RE Se ,609 9,521 + 7,912 
Preferred Stock ..... 6,500 SS 
Common Stock .... 25,000 i 
I i a Nan tid cp cta diss cinincsaduoeaneksteaennis 6,227 18,484 + 12,257 
TOTAL LIABILITIES 2.000 1,406 $73,677 +$32,271 
WOE CAPITAL ...............0:.000080000000 $19,593 $41,753 +$22,160 
RINT RUN iiscecssnsesccesssnasetuscnsonenses 0.4 4.0 — 6. 
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The Growth 
Record of... 


GENERAL 
MILLS 


ee I 
He ad: 


By H. S. COFFIN 


‘Dies: since time immemorial the prime factor 
in human diet, has brought an interesting busi- 
ness experience to its largest modern producer, 
General Mills, Inc. The development of this concern 
in the face of heavy competition and without the 
basic novelty accounting for the growth of so many 
other enterprises, attests to unusual imagination 
and efficiency. Concentration on product quality, 
plus intensive research to process collateral foods, 
and finally vigorous promotional activities have com- 
bined to create a record of unbroken success. As an 
aid to stabilizing operations, diversification has also 
been a factor. 

Foremost in the managerial policies of General 
Mills has been the aim to exemplify American busi- 
ness at its best by placing equal emphasis on the 
welfare of the company’s 12000 employees, a com- 
parable number of stockholders and innumerable 
customers all over the world. The company spends 
record sums to familiarize the nation’s housewives 
with the advantages its numerous specialties pro- 
vide, while going to great lengths in teaching its 
workers the principles of free enterprise and clari- 
fying company operations to shareholders. Elabor- 
ate promotional methods have eased sales problems 
for distributors and widened their opportunities. 
Thus trade entrenchment far above average has 
facilitated General Mills’ turnover. A consistent 
growth in annual sales and excellent cost control 
has gradually though not spectacularly expanded net 
earnings and dividends, incidentally enhancing the 
company’s facilities and general financial strength. 

Just how efficiently General Mills manages its 
affairs is well shown by its experience in the last 
fiscal year ended May 31, 1949, a period in which 
flour millers generally suffered rather severely from 
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lessened demand and falling prices. In contrast, 
total sales of General Mills amounted to $410.6 
million and net earnings to $11.7 million, both ex- 
ceeded only once, that is in the preceding boom 
year. Considering that conditions throughout the 
industry in the fiscal period just ended were more 
difficult than for many years past, this record car- 
ries unusual significance and invites examination 
of the ocassioning factors. Shareholders in the com- 
pany were warrantably encouraged by the receipt 
of $2.25 per share in dividends at such a time, the 
same as in fiscal 1948 when operations and earnings 
reached an all time peak. In view of prevailing eco- 
nomic uncertainties, the question is undoubtedly 
arising whether this rate will hold; if it should be 
reduced, it will be the first time it has been lowered 
from year to year over a span of twenty years. 


Shifting Sales Emphasis 


Early in the history of General Mills, the com- 
pany in common with most of its many competitors 
relied heavily on flour to produce practically 100% 
of sales. Under conditions today, grocers and more 
than 15,000 commercial bakers take the bulk of the 
company’s flour output, but the percentage repre- 
sents only about 62% of over-all volume. Livestock 
feeds now account for around 12%, packaged foods 
for a slightly larger portion, and organic chemicals, 
packaging machinery and home appliances for an- 
other possible 13%. These estimates may not be 
strictly accurate but they serve to show how im- 
portantly diversification has changed the picture. 

The most surprising element in this shift involves 
output of durable goods by a food processor. Gen- 
eral Mills has always maintained a highly efficient 


637 




















Comparative Balance Sheet Items 
May 31 

1940 1949 Change 
ASSETS —000 omitted 
CS aa eee .. $ 3,674 $ 31,437a +$27,763 
Receivables, Net 000. 6,120 17,771 + 11,651 
Inventories 0. accu BBR? 23,292 _ 517 
Other Current Assets... 3,056 5,376 + 2,320 
TOTAL CURRENT ASSETS... 36,659 77,876 + 41,217 
Plant and Equipment, Net . 24,370 44,422 + 20,052 
Other Assets 3,070 4,833 + 1,763 
TOTAL ASSETS . $64,099 $127,131 +$63,032 
LIABILITIES 
Accounts Payable . $ 3,094 $ 10,167 +$ 7,073 
Accrued Taxes. .............. 1,873 9,447 + 7,574 
Other Current Liabilities 461 2,661 + 2,200 
TOTAL CURRENT LIABILITIES... 5,428 22,275 + 16,847 
Reserves .. 3,653 2,311 — 1,342 
Preferred Stock _ 22,147 32,096 + 9,949 
Common Stock 16,692 24,766 + 8,074 
Long Term Debt oe. 9,400 + 9,400 
Capital Surplus .. 5,398 = — 5,398 
Profit and Loss Surplus 10,781 36,283 + 25,502 
TOTAL LIABILITIES . $64,099 $127,131 +$63,032 
NET WORKING CAPITAL . $31,231 $ 55,601 +$24,370 
CURRENT RATIO .. . ay 3.5 — 3.2 

a—Includes $16,980,732 of government securities. 




















machine shop to service its own operations, and 
during war years utilized it successfully in produc- 
ing munitions on a relatively small scale. This ex- 
perience affected planning for postwar, just as many 
large concerns were prone to consider diversification 
of output as a stabilizing element for sales in the 
approaching period of high consumer demand. Pro- 
duction of packaging machinery was a “natural” in 
that the company’s research staff and engineers had 
developed many forms of efficient new equipment in 
connection with its own operations. In 1947, how- 
ever, the concern surprised many people by the in- 
troduction of a newly designed electric iron that 
met with widespread consumer approval. Despite 
keen competition in this field, the aggressive sales 
activities of the company proved significantly effec- 
tive with the result that the General Mills iron last 
year accounted for about 10% of total industry sales 
of this appliance. Now the company has come along 
with a steam attachment to broaden the sales po- 
tentials of the iron and soon will be on the market 
with a new automatic toaster. 

A main reason why the company has been able to 
achieve such signal success in invading the durable 
goods field is because of widespread approval by 
housewives of packaged foods bought from day to 
day and bearing the General Mills brand names. 
Reputation for quality foods thus has extended 
easily to durable items. Aside from this, one novel 
factor developing in postwar has been the ability of 
retail food distributors to increase their sales by 
offerings of home appliances. Back of all has been 
General Mills’ vast experience and activity as an 
advertiser of all its products. Total expenditures of 
the company for this purpose are said to exceed one 
million dollars monthly, not alone confined to printed 
lineage but also embracing at least two sponsored 
radio programs of major magnitude. Now the fa- 
mous “Lone Ranger” program will be seen and 
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heard by television regularly as another forward 
step. 

There is hardly a housewife in the land who has 
not discovered in “Betty Crocker” a valuable ally 
in her daily chores. Such items as “Wheaties,” “Bis- 
quick,” “Cheerios,” “Kix,” Devil’s Food Cake and 
“Pyequick” have become household words, and the 
companys well known “Gold Medal” flour has long 
been recognized for its standard quality. Behind all 
these products is widespread and continuous contact 
maintained with end users through the home service 
department of Betty Crocker. Some 500 new recipes 
are developed by this division annually, talks are 
given on a country-wide scale to explain General 
Mills’ home appliances and to give cooking advice, 
supplemented by a vast amount of direct corre- 
spondence. Such aggressive promotional activities 
have clearly born fruit in a manner unequalled by 
any of the company’s competitors. 


By-Products an Important Profit Source 


It will be realized that volume gains resulting 
from sales of the company’s popular packaged goods 
correspondingly lift demand for General Mills’ basic 
production item, flour, their main ingredient. By- 
products derived from milling provide an addi- 
tional profit source, particularly when utilized for 
animal feeds. In exploiting this latter market, a 
research farm in Michigan has proved highly use- 
ful in working out ways and means to show farmers 
just how these feeds can be best used. Further aid 
is rendered through 67 company stores located 
mainly in cattle raising states and manned by spe- 
cially trained personnel capable of giving construc- 
tive advice on the spot. In order to attract trade 
and to help meet expenses of these units, selected 
lines of farm equipment from outside sources are 
carried. 

Still another source of revenues has been estab- 
lished through the company’s chemical division. 
New types of proteins and wheat starches have been 
developed, as well as numerous organic chemicals 
from animal, vegetable and marine oils. Products 
derived from soybeans have received special re- 
search and promotion, two of the company’s most 
modern plants are concentrating on this type of 
output. New items created by the chemical division 
are finding ready markets as paint components and 
coatings of various kinds. For several years, Gen- 
eral Mills owned a substantial interest in Distilla- 
tion Products, Inc., a producer of vitamins, but last 
year sold its holdings to its partner in the enter- 
prise, Eastman Kodak, for about $1.7 million. We 
cite this incursion into special chemical fields to 
show how alert the company is to diversify opera- 
tions when opportunity arises, as well as its readi- 
ness to change policies when wisdom so dictates. 


Expansion of Physical Assets 


From an operating angle, the physical assets of 
General Mills have played an important part in 
furthering the company’s consistent growth, and in 
stabilizing volume and earnings. $25.5 million have 
been spent in the last three fiscal years for expan- 
sion and modernization. In 1948 alone, these im- 
provements involved more than $8 million. Strate- 
gically located ‘grain storage facilities with a ca- 
pacity of more than 45 million bushels enable the 
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‘ward | company to acquire vast quanti- GENERAL MILLS GIS 
' ties of wheat, oats and soybeans Adjusted 
0 has | 002 well timed basis, and to mini- Fl Price Range 
> ally ' mize the factor of transportation i af ay 
“Bis. 7 costs. From Buffalo to Los | apa ayo a 
. and | Angeles and Portland, Oregon, " —— 
d the | the company maintains a string bogged ! oie = 
f grain elevators all through the 1Shs’- 382 Cv Pid: 99°995 - $100 bar 
long | ° pe ; = (aon 99,995 - $100 par 
.d alj | crop raising areas, many of them jee. Coaeee 1,995,172 - no par 
ntact ———! to its own processing 1 : y 31 
a > mills. 
Hind! | Flour mills with a daily ca- 
s are pacity of about 145,000 cwt, (ee 
neral | Plants turning out two million 
vice. & pounds of packaged foods per day 
orre. and 4,510 tons of animal feeds, 
ities J are situated at numerous points 
d by where operations are most eco- 
nomical and where markets can 
best be served. A new flour mill 
recently completed in Los Angeles [Tite Za 
is said to be the most modern in 
Itin the country, and this might also 
0 eee hat po Tih. 1938 232 1941 1942 1943 | 1944 1945 1946 | 1947 1948 
ASIC | nois, devoted to output of soy- 33 7 in FTL 
By- } pean products. It has been this 3 0 
iddi- widespread dispersal of facilities 
_ for that has importantly enabled the company to pursue In studying the growth of General Mills, we refer 
t, a F its sales activities so effectively on a nationwide to the accompanying statistical tables, one showin 
anil basis and to expand its markets in line with popu- the operations, earnings and the dividend recor 
ners | Jation growth, at the same time enjoying ready over the last ten years and the other with compara- 
aid | access to supplies of raw materials. tive balance sheet items for 1940 and 1949. This 
ated Among American enterprises is rarely found one past decade has been especially significant for the 
ape so consistently stable, through good times and bad, company in that it reflected a period of greatly ac- 
net as General Mills. While dollar volume from year to celerated growth. In prewar, to be sure, the general 
rade year has varied rather widely because of broad fluc- uptrend in sales and earnings had been rather con- 
cted tuations in prices for grain and finished products, as__ sistent, but it was only more lately that diversifica- 
are well as in demand, the company has never earned tion really began to pay off at an increasing rate. 
less than $3.6 million in any of the past 20 years. For this reason the ten year record is especially 
tab- Even in periods of acute depression, as in 1983 _ interesting. 
on. when volume dropped to $83.8 million compared 
een with $163 million in 1929, net earnings exceeded A Decade of Growth 
cals $4 million, equalling $4.13 per share on the common 
ucts stock then outstanding. On basis of presently out- Primarily, the steady expansion of volume from 
re- standing capitalization following the 3 for 1 stock $125 million in 1940 to a peak of $458 million in 
nost split in 1946, this would amount to $1.37 per share, fiscal 1948 speaks pretty well for itself. During war 
of but such a comparison lacks practical significance in years, General Mills’ flour and packaged foods were 
a view of the company’s greatly expanded stature. in increasing demand by (Please turn to page 656) 
C 
ren- — 
“eae | Long Term Operating and Earnings Recordt 
>. | Operating Operating Net Net an . 
| NetSales Income Deprec. Margin Income Margin Net Dividends Price 
to | Fiscal Years Ended May 31: —_—— _ ($ mil.) _———_ Se ($ mil.) Ta Per Share Per Sharet Range* 
"di | 1949 $410.6 $21.1 $2.5 52% $0l7 2.8% $5.11 $2.25 52!/-4454 
| 1948 458.5a 25.0 2.2 5.5 13.1 2.9 5.83 2.25 5434-43 
| 1947 370.90 =: 18.9 2.0 5.1 9.2 2.5 3.91 2.25 5434-42 
| 1946 298.7 17.0 1.6 5.7 7.2 2.4 2.91 1.46 5234-434 
| 1945 280.8 17.1 1.5 6.1 6.5 2.3 2.69 1.33 40 -34 
| 1944 281.2 18.6 1.5 6.6 5.6 2.0 2.23 1.33 357-2774 
| of | 1943 217.5 16.5 15 7.6 5.4 2.5 2.13 1.33 29 -215% 
in | 1942 163.4 9.7 1.4 6.0 5.1 3.1 2.02 1.33 30%-26/g 
1 in 1941 126.9 8.1 1.2 6.4 5.3 4.1 2.08 1.33 3354-257 
ave __ 1940 ema 125.6 7.8 12 6.2 5.6 4.5 2.20 1.33 33 -24V/ 
eg 10-Year Average, 1940-49 $273.4 $16.0 $1.7 6.0% $7.5 2.9% $3.11 $1.61 5434-2154 
ite- a—Includes other income. $—Fiscal years. 
ca- *—Calendar years. t—Adjusted for stock split. 
the 
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The TEXTILES Today 


By STANLEY DEVLIN 


































oh he textile industry’s impressive recovery from 
the sharp recessionary trends experienced earlier in 
the year has demonstrated that it possesses elements 
of strength perhaps not generally appreciated. The 
outlook for sales and earnings of representative com- 
panies has improved perceptibly in recent weeks and, 
although the longer range future offers below-aver- 
age growth potentialities, current favorable factors 
appear to justify another look at typical stocks in 
this group. 

Basis for a conservatively optimistic attitude may 
be found in the fact that the investment public long 
has been anticipating the drastic decline in earnings 
experienced by the industry in the first six months 
of this year. Accordingly, share prices of representa- 
tive textiles registered a severe decline from last 
year’s highs and around recent low levels afford un- 
usually generous returns on dividends reasonably 
well protected. Now that the downtrend in profits 
appears to have been reversed—at least, for the near 
future—investors attracted by liberal yields and po- 
tential price appreciation have evidenced renewed in- 
terest. 

Fundamental conditions probably are more reas- 
suring for capably managed textile manufacturing 
concerns than is generally appreciated. Before look- 
ing more closely at various branches of the industry 
and individual companies, it may be well to examine 
briefly some of the significant influences on which 
market appraisal should be based. Following are sev- 
eral major reasons why pessimism toward textile 
shares appears to have been exaggerated: 

(1) Consumption of apparel and other textile 
manufactures has held at a higher level than gener- 
ally anticipated because (a) personal income has suf- 
fered little from reduced industrial activity, and (b) 
population growth has been more rapid in the last 
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five years than at any time previously in this country. 

(2) The rise in labor costs has been checked partly 
by willingness of organized labor to forego wage in- 
creases and partly by installation of improved manu- 
facturing facilities. Operating economies achieved in 
the face of shortened production schedules have en- 
abled manufacturers to reduce prices as an induce- 
ment to stimulate sales. 

(3) Concentration of most efficient production in 
strong hands pursuant to wartime expansion has ten- 
ded to displace high-cost mills and to minimize threat 
of competition from small independent producers. As 
a matter of fact, the spread of unionization in the 
South has contributed to strengthening the industry 
by eliminating many sources of low-cost textiles that 
had undersold goods manufactured in the North in 
past years. 

(4) Government supports for cotton, whereby sur- 
plus raw materials for textiles are taken out of the 
market and stored, prevent costs from declining be- 
low minimum levels that would warrant consumers 
to withhold buying orders indefinitely. In other 
words, inventory risks are minimized when raw ma- 
terials are available at support points. In addition, 
“last-in-first-out” inventory accounting methods have 
been adopted by leading mills as a means of cushion- 
ion wide price declines in materials. This develop- 
ment affords an element of strength not generally 
present in textile operations a decade ago. 


Vulnerability to Deflation 


These factors explain why the industry is not so 
vulnerable to deflationary forces as has been so wide- 
ly feared. The fact that national income has held at 
an unexpectedly high level this year is important, 
for it is generally agreed that apparel sales follow 
closely the trend of consumer incomes. Hence, since 
disposable income seems likely to remain far above 
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 pillion in June and $214.5 billion in July, 1948— 





is pre-war normal and has increased to the greatest 


spending substantially all their earnings, the outlook 
is favorable for strong demand in apparel divisions 


Although personal income has been trending 


rate of $209.7 billion in July as compared with $212.6 


nevertheless for the first seven months this year the 
annual rate was $4 billion higher than in the corre- 
sponding period of 1948. This suggests that for the 
full year, personal income may not be a great deal 
lower than the July rate and that disposable income 
(after taxes and savings) may be not much lower than 
the $192 billion of last year. Based on past experi- 
ence, it would be reasonable to think that apparel 
sales this year might compare favorably with the 
total for 1947, when disposable income approximated 
$173.6 billion. Such a showing would mean a drop of 
only about 2 per cent in consumption of apparel, ac- 
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cording to Department of Commerce compilations, 





which indicate that 1947 sales came to $6.7 billion, 
compared with $6.9 billion last year. 

Textile producers enjoy a distinct advantage also 
in the fact that the wage-price spiral which has handi- 
capped many industries, notably automobiles, steel 
and coal, appears to have been checked. Manufactur- 
ers refused last winter to grant another round of 
wage increases and when negotiations were submit- 
ted to arbitration, demands of union leaders were 
turned down by arbitrators. As a result, mills were 
able to reduce prices and to encourage sales that 
otherwise might have been deferred at the expense 
of production. From the standpoint of both manufac- 
turer and employee, the compromise proved advan- 
tageous. This probably has not been fully discounted 
in textile stocks by reason of the fact that agitation 
for wage increases in other industries presents a 


threat of similar action by textile unions when con- 
tract renewals come up for consideration next winter. 

Also on the favorable side is the fact that the cur- 
rent readjustment has been in progress somewhat 
longer than in numerous other industries. Cotton 
cloth quotations had been declining about a year and 
a half when small advances were announced in July 
and August. Production had been slackening for a 
comparable period until about two months ago. Prices 
declined approximately 36 per cent from the peak of 
December 1947 before turning upward. Cotton spindle 
activity dropped to about 90 per cent of capacity from 
the peak of 139 per cent at the beginning of last year. 
This evidence of realistic adjustment helps explains 
the reduction in inventories to such low levels in 
hands of distributors (Please turn to page 658) 
























































| Financial Data on Leading Textile Companies 
| a i Divs. Price | 
| Net Sales Net NetPer NetSales Net Net Per Divs. So Far Recent Range | 
| = oe $mil.) Margin Share —($mil.) Margin Share 1948 1949 Price 1949 
| American Viscose Z $242.2 12.07, $13.65 ___ $88.1 eae 8.7% : $3.47 - $4.50 $2.25 $62 63 AI7s 
| American Woolen sees Nes | 9/.8 8.3 SS , 65.8 13 36 x 8.00 ; 3.00 a 24 3854-21 4% 
| Blumenthal, S. een ar ee ee _defl.ol = .60—ia# 8Y/s- 51/2 
| Burlington Mills ia _ 233.2 10.8 7.53 -_ 190.1 b 6.3 ; 2.80 b __ 2.00 12a 18 844-1 34, | 
Cannon Mills : ey 156.6 16.7 12.59 505 na. n.d. 5.25 | 2.25 46 _46!/2-401/4 | 
Celanese Corp. . Ss ataed 2s BR Gl (73.8 8.4 _ 84 2.20 1.80 28° 324-23" | 
| Colonial Mills = 44 19.9 ‘10.50 148 3 1.61 1.25a 75a _ CL 1994-15 _ | 
| Duplan Corp. aoe 42.2g 8.9 4.85 g- 43.3 6.9 3.34* (500 50a | z ; 13 - 8% | 
Goodall-Sanford : _ 46.1 4.6 3.52 29.7h 2.1 89h _ 1.59 1.122 ks 174-1448 
Industrial Rayon 550 229 83 247 “260 3.25 300 2250 45 43 Y4-331/, | 
Lowenstein SC 2 129.1 11.6 13.24 53.8 3.8 2.02 . 3.25 _ toe. 2514-2078 
Pacific Mills . 2 x UNZSE 92 139 458 42 2.10 3.500 | 3.00 __3t_ 347-27! | 
[Pepperell Mfg. 65.4¢ 84 11.30 7.25 3.00 = 54 ~——597%-50/e| 
Reeves Bros. ... 61.5¢ 7.6 4.ll¢ 1.50 1.59 14 14//g-11 Vy | 
Stevens, J.P... 287.2 9.8 8.10 1383 86 3.44 3.25 1.50 30 —31_--24¥/| 
Textron : wanes 93.8 10. £77319, ne SSN BC 
United Merchants & Manufacturers ; 201.5 103 S564 _ 197.0 k 54 250k eo 6 i3 - DY, | 
Wyandotte Worsted ......... _ 19.0 79 _ 316 7.8 65 85 470 .60 a 93/,- Bi/g 
a—Plus stock. h—39 weeks to March 31. 
b—9? months to July 2. k—? months to March 31. | 
c—Fiscal year ended June 30, 1949. n.a.—Not available. 
g—Fiscal year ended May 31, 1948. *—Fiscal year ended May 31, 1949. 
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AMERICAN MACHINE & FOUNDRY CO. — FRUEHAUF TRAILER 


By J. C. CLIFFORD 


Ts corporate results in the first half 
year have naturally confused many investors. Un- 
certainties whether a downtrend in earnings may 
foreshadow a prolonged period of leaner profits and 
threaten dividend stability, or prove temporary, 
have increased the mail in our personal service de- 
partment bearing on this subject. As analysis of 
some situations has developed points that deserve 
more space than correspondence would permit, and 
as many of our readers may be interested in these 
companies, we have selected two of them for special 
discussion in our columns. 


American Machine & Foundry Company 


This concern is the dominant manufacturer of 
numerous forms of cost-saving equipment for the 
tobacco, bakery and many other industries. Through 
intensive research for almost half a century and 
unusual success in developing improved automatic 
machinery, the company has won international repu- 
tation in its field. Early in its career, AMF was an 
affiliate of American Tobacco Company but since 
1912 has been entirely independent. An unbroken 
dividend record since 1927 attests to long term oper- 
ating efficiency. 

What seems disturbing to a number of the com- 
pany’s shareholders has been the sharp drop in net 
earnings in the first half of 1949, particularly in the 
second quarter. In the March period the decline was 
less marked, consolidated net of 34 cents per share 
comparing with 49 cents in the same period of the 
previous year. But net earnings of only 7 cents a 
share in the June quarter reduced the total for six 
months to 41 cents, barely covering half year divi- 
dends of 40 cents per share at the quarterly rate of 
20¢. Stockholders whose confidence in the company 
was based on an exceptionally stable record for 
many years past, with net in any of the last ten 
vears no lower than $1 a share and as high as $1.38 
in 1948, have apparently felt uneasy over the recent 
downtrend. Quotations for the shares in 1949 have 
ranged from a low of 111% to a high of1414, with a 
recent price of 13. Compared with a peak of 4514, 
in 1946, the current level is decidedly depressed. 
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Accountable for less satisfactory results in the 
first half year has been a decline in sales to $9.2 
million compared with $13.6 million a year earlier, 
together with a three months’ strike in the com- 
pany’s Brooklyn plant. The company’s high speed 
machines for processing tobacco, making cigars and 
cigarettes, are now used by about 70% of the entire 
industry, but peak deliveries last year evidently re- 
duced current demand and backlog orders for this 
type of equipment. The strike has just been settled, 
but on a basis raising wages 6 cents an hour im- 
mediately and another 3 cents on January 1, 1950. 
In the last few years, AMF has spent very large 
sums developing an automatic pin spotter for bowl- 
ing alleys, but field tests still reveal minor flaws and 
production costs must be reduced before markets 
can be exploited. 

The outlook is more promising for some other 
ingenious products, many of which are leased rather 
than sold outright. Automatic pretzel machines 
adopted by bakers are now turning out more than 
6 million items daily while AMF mixers, bread 
wrapping machines and similar equipment have 
proven their merit. The company also has more 
than a thousand stitching machines on lease to pro- 
ducers of clothing and gloves, eliminating much 
costly hand work. Progress has been made in the 
production of radar antennae and mounts for the 
Armed Forces. More important is the beginning of 
shipments on a $3.6 million contract with the Turk- 
ish Government to equip an ultra modern cigarette 
factory. 








American Machine & Foundry | 
Quarterly Income Statistics 


— i949 -_—— 
Ist 2nd Ist = 2nd = 3rd 4th | 

















Net Sales ($ mil.) $5.7 $3.5 $5.9 $7.7 $5.2 $6.2/ 
Pre-Tax Margin (%) 8.9% def. 13.8 11.4 10.3  12.0| 
Net Income ($ mil.) “i: ms ¢ 3 @ 
Net Margin (%) 73% 42 84 7.1 66  5.3| 
Net Per Share... $34 07 .49 46 
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AMERICAN MACHINE & FOUNDRY AMF 
























































































































































































































































In general, though, this busi- [— ws in tash wantnes trains! Sore es soem pe = = = a 
ness has an inherent disadvantage [|-———}———} 1 cigar Machinery — 1 =a} Stas Meee = 
of heavy overhead expenses and [———— —— f 1929 - 1935 om naoon fag 
development costs, while steadily [-——+—— as ae Sagi S06 a Saeed 
rising operating expenses have 1 —— 40 
tended to narrow margins from a Sn AACE Sees 
year to year, especially since the orem orc “Seen eoceen aoe 
end of the war. Despite more +=} — = oa LAG +5 8a 
than a four-fold gain in sales in [——}— m Debt: None 2S Se somes Seana 
the last decade, net earnings have [———}——{Shs.: $3.90 Pfd: 80,000 - $100 par— SS es a 
advanced only nominally from fae Es ere fo 
year to year. Prospects of some- = t inet ae T tat Hf ——__1____. 2 
what lower sales by all manu- [7 SS t 5 HL 4 i ott a) anes 
facturers of heavy goods, intensi- [| | a } { [ i a a Cf 
fied competition and in the case <n ! t a 
of AMF the certainty of higher See a ee 
wage costs, should combine to t t — "ih 
create further problems, strongly fe ARE Se — 
entrenched though the company Se ALR SAREE ARTES 10 
is in its major fields. Lacking evi- aoe Sonera -———— SRS See — 
dence of any impressive long mane : t-- 50 
term advance in earning capacity tr SBE Tat 4 a a oe i 
and With “rang doubt about the hafta Hula Lusit Hs asl 1943 1944 Hi na ada =] ¥ 
stability of the present dividend, ~ : 
the shares appear to us as not |~‘ao~t~“80 =e -) -s ieee a. - oe = 
very attractive for the average [(2.8 [3.1 3.9 43 15.1 | 5.4 | 5.5 15.8 | 10.1 | 12.6 111.8 me cp sul 

















portfolio. Notwithstanding cur- 

rent difficulties, though, the management has paid 
the September dividends at the usual 20 cents per 
share rate and fortified by a strong financial positi- 
ion, it may change their traditional liberal policies 
little if any in the near term. 


























Fruehauf Trailer 
Quarterly Income Statistics 
——1949 1948 

Ist 2nd Ist 2nd 3rd 4th 
Net Sales ($ mil.).... $19.1 $18.9 $20.2 $22.5 $21.9 $20.1 
Pre-Tax Margin (%)..... 6.8% 66 154 95 104 10.6 
Net Income $ mil.) $.8 PY 2.0 1.3 i 
Net Margin (%)......... 42% 28 100 59 64 4.0 
Net Per Share... $57 52 1.54 99 1.06 .57 




















Fruehauf Trailer Company 





Shares of this strongly en- 
trenched producer of trailers, the 
largest concern of its kind in the 
world, have acted rather disap- 
pointingly pricewise for some 
time past. A recent quotation of 
17 was only a half point above 
the low for five years. The annual 
peak has gradually receded from 
48 in 1946, to 39 in 1947, 243/, in 
1948 and to 20% in 1949 thus far. 
Considering that 1948 was a ban- 
ner year as regards volume, 
profits and dividend disburse- 
ments, the current price level of 
the shares reflects considerable 
uncertainty by investors. The 
price trend has not been influ- 
enced by any change in the divi- 
dend during the first three quar- 
ters of 1949, for payments have 
continued at the advanced quar- 
terly rate of 50 cents per share 
established last December. 


Shs. $4 


1940 


| 1.76 


1938 
33 


1939 
2.29 


SEPTEMBER 24, 1949 


__ FRUEHAUF TRAILER 


—TShs. Common: 
Fiscal Year: 


It seems obvious that investors have laid much 
stress on a moderate decline in sales for the first six 
months and a proportionately sharper drop in net 
earnings. Compared with a year earlier, volume for 
the period was $38 million or 11% lower, but net 
earnings of $1.56 million contrasted with $2.91 mil- 
lion or $1.09 per share vs. $2.90. The spread will be 
somewhat wider, by 33 cents a share, if non-recur- 
ring income in last years’ span were included. With 
earnings in the first half exceeding dividends paid 
on the common by only 9 cents a share, it is small 
wonder that some anxiety has been created over 
dividend potentials over the medium term. 

In the company’s midyear report to stockholders, 
the management attributes the downtrend in vol- 
ume partly to the reluc- (Please turn to page 653) 
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Long Term Debt: $14,600,000 


Pfd: 124,230 - $100 par— 
1,216,028 - $1 par 
Dec.’ 31 


1941 1942 1943 | 1944 1945 | 1946 1947 1948 1949 


2.39 | 2.14 | 1.30 
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Pause? 


The market has gone nowhere 
to speak of for about a month 
now. Bulls assume this is a “‘con- 
solidation” of the June-August 
rise, to be followed before long by 
renewed advance. If one goes on 
that premise, it is to expect either 
a genuine bull-market trend or a 
type of action differing from that 
on any other intermediate recov- 
ery within the 32-point trading 
range maintained by the daily in- 
dustrial average over the last 
three years. The best previous up- 
swings in this period ran from two 
to three months, amounted to from 
24 to 28 points, roughly, in the 
average, and the “consolidation” 
phases generally lasted only one to 
two weeks. At the August high 
this rise had run for a little over 
two months and amounted to about 
21 points. A month of backing and 
filling seems more suggestive 
of a top than of a corrective 
pause. And while the average got 
through the 182 supply level which 
has proved so tough this far, there 
are much more formidable supply 
levels 3% up at 187, 5% up at 191 
and 7% up at 193. Supposing it is 
a bull market, the chances are 
much better than even that the 
first intermediate reaction therein 
will carry the average below the 
lowest September level seen up to 
this writing. In short, this column 
sees no sensible alternative to a 
generally cautious and highly se- 
lective policy on common stocks. 


Labor Costs 


Pension plans and insurance 





644 





benefits costing 8 to 10 cents per 
hour per employee, as recommen- 
ded by the “fact-finding” board in 
the case of the steel industry, 
boost labor costs precisely as much 
as would a straight wage increase 
of like amount. General acceptance 
of the recommendation would 
mean that the union got roughly 
a third of its “package” demand 
of 30 cents an hour, and would 
establish a firm precedent point- 
ing to periodic future boosts in 
labor costs through the device of 
politically-appointed ‘“fact- find - 
ing” boards. Wise investors will 
put more emphasis on the vary- 
ing labor factor in the different in- 
dustries. That is a story in itself, 
too long to deal with here; so this 
column will make only two obser- 
vations: (1) Because of its prince- 
and-pauper characteristics, rela- 
tively high break-even point and 
modest average return on invested 
capital, the steel industry is one 
of the least attractive fields for 


investment. Additionally, it is a 
high labor-cost industry. Thus, the 
presently indicated labor - cost 
trend makes steel stocks propor- 
tionately more speculative. (2) In 
contrast, the oil industry is one of 
the best-suited for long-term in- 
vestment for a number of reasons, 
including a strong secular growth 
of demand, depression-resistant 
characteristics, operating  flexi- 
bility, a relatively favored tax 
status and a good average return 
on invested capital. Additionally, 
unit labor costs are among the low- 
est. As investors weigh the vary- 
ing long-term implications of the 
apparent general trend of labor 
costs, good oil stocks will appear 
among the most attractive on a 
relative basis. 


Dividends 
Publicly-reported cash dividends 


in July totalled $493.6 million, ac- 
cording to the Department of Com- 








International Harvester .......................0666 
Int. Minerals & Chemical.........................0.. 
DUNT INIT, 5a cociss bo csyescacpsacesocessvnsaet 
Westinghouse Electric .....................:0::0ee 
Universal Leaf Tobaco.........................:0008 
Emerson Radio and Phono 
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INCREASES SHOWN IN RECENT EARNINGS REPORTS 


1949 1948 
9 mos. July 30 $3.50 $2.90 
Year June 30 6.36 5.85 
Yecr June 30 2.94 2.14 
3 mos. June 20 1.31 —.96 
Year June 30 2.37 2.30 
39 wks. July 30 2.82 1.66 
Year June 30 5.58 2.95 
13 wks. July 2 —.30 —.14 
6 mos. June 20 2.37 2.10 f 
6 mos. June 30 —.57 —.52 
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merce, down a trifle from the 
$496.1 million of the same month 
of 1948. But payments for the 
three months ended July 31 were 
about 8% over the same period of 
last year. With a few exceptions 
which prove the rule, the reduc- 
tions and omissions to date have 
been in the instance of relatively 
small or marginal concerns. Mod- 
est as it is, the rebound in general 
business improves dividend pros- 
pects for the rest of this year. If 
production were dropping in the 
months just ahead at anything 
like the March-July rate, that 
would have a decidedly adverse ef- 
fect on the year-end extras which 
figure so importantly in total an- 
nual payments. It would make for 
caution on the part of directorates 
even in most individual cases 
where earnings continued to hold 
up relatively well. As things look 
now, stockholders will get a better 
break on year-end distributions, 
mostly voted in October-November 
for December or early-January 
payment, than seemed likely a few 
months ago. Hence, there is a good 
chance that total corporate divid- 
dends for 1949 will either approxi- 
mate or modestly exceed the rec- 
ord 1948 total. As far as it goes, 
that is a sustaining investment 
factor; but it takes more than a 
well-maintained aggregate of divi- 
dends to generate speculative de- 
mand—and it takes a broadening 
speculative demand to produce a 
sustained bull market. 


Earnings 


Study of some 800 reports shows 
an average decline of about 10% 
in corporate earnings for the first 
half of this year, mostly occurring 
in the second quarter. It would 
have been about double that, ex- 
cept for the good results of the au- 
tomobile and_ steel industries. 
Profits were lower for roughly two- 
thirds of the individual industries. 
As noted here before, total earn- 
ings will be better for the third 
quarter than for the second, but 
the year-to-year comparison will 
be with the high earnings of the 
1948 third quarter. The general 
trend appears still downward, with 
the key automobile industry likely 
to join it within the fourth quar- 
ter. Among the minority of lines 
likely to have materially higher 
full-year earnings than in 1948 are 
electric utilities, natural gas, dairy 
products, finance companies, air 
transport, aircraft and brewing. 
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Two Oils 


Continental Oil and Standard Oil 
of California, both cited favorably 
in this column from time to time 
heretofore, are among the oil re- 
cently advancing to new 1949 
highs. Judging by performance on 
previous market sell-offs of the 
past year or so, they are likely to 
hold up better than the general 
run of oil stocks on the next mar- 
ket downswing. We like these 
stocks—to the extent of favoring 
retention of existing holdings in 
view of longer-term promise. To 
reach for them at advancing prices 
probably would be of dubious wis- 
dom. The recently issued report of 
Standard Oil of California showed 
net of $2.81 a share for the second 
quarter against $3.12 a year ago; 
and of $5.55 a share for the first 
half, compared with $5.97 a year 
ago. These results are relatively 
the best shown by any of the ma- 
jor oil companies. They suggest 
1949 profit not far from $12 a 
share, or three times the $4 divi- 
dend. Finances remain among the 
strongest in the industry. 


Imponderables 


What the Government might do 
about one thing or another has in 
our time become one of the biggest 
X-factors confronting investors. 
Take the conference on the British 
financial crisis. The British are 
seeking tariff concessions, among 
other things. If granted—which is 
uncertain—this could adversely 
effect at least some American in- 
dustries, probably mainly a few 
consumption goods lines. Again, 
the British want us to import more 
natural rubber and use less syn- 
thetic. That would have varying 
implications for Pacific ship lines, 
tire makers and companies with 
any stake in synthetic rubber. But 
these imponderables are minor 
compared with shifts in Govern- 


ment budget or tax policy. The 
point this column wishes to make 
is that, with so much dependent 
on political considerations, there is 
a bigger margin for error in eco- 
nomic and stock-market forecast- 
ing, and in individual stock selec- 
tion, than there was in earlier 
times when Government decisions 
were far less influential. It is one 
of the reasons why this column be- 
lieves that price-earnings ratios 
will continue to average below 
pre-war. 


Store Profits 


For the six months between 
February 1 and July 31, the fiscal 
half-year for nearly all department 
stores, department-store profits 
fell 58% from the level of the like 
period of 1948, according to a re- 
port by the Controllers Congress 
of the National Retail Dry Goods 
Association. It covers results for 
228 department and _ specialty 
stores. For the _ specialty-store 
group alone the drop was 37%. In 
the face of this trend, the stocks 
have been holding up relatively 
well. Probably the return to nor- 
mal operating margins has about 
been completed. That is, profit 
trends from here on probably will 
be much more nearly in line with 
the aggregate results for general 
business. The action of depart- 
ment -store and specialty - store 
stocks probably is explained by 
the fact that previous extremely 
low price-earnings ratios allowed 
pretty much for the return to 
more normal levels of earnings. In 
a number of cases, retail stocks 
which sold around 5 times abnor- 
mally good earnings are now sell- 
ing at 8 to 10 times probable 1949 
earnings. The best variety-chain 
and grocery-chain stocks have in- 
vestment merit for income return. 
The others, on the whole, are 
about average speculations, likely 
to conform with the general mar- 
ket trend from here on. 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. This service in conjunction with your 
subscription should represent thousands of dollars in value to you. It is 
subject only to the following conditions: 

1. Give all necessary facts, but be brief. 

2. Confine your requests to three listed securities at reasonable intervals. 
3. No inquiry will be answered which does not enclose stamped, self- 


addressed envelope. 


4. No inquiry will be answered which is mailed in our postpaid reply 


envelope. 


5. Special rates upon request for those requiring additional service. 





Borden Company 


Please advise recent earnings trend of 
Borden Company and outlook for the 
balance of the year. 

C.G., Milwaukee, Wisconsin 


Estimated net income of the 
Borden Company for the first six 
months of 1949 amounted to $10,- 
200,000 or $2.87 per share as 
against $9,000,000 or $2.10 per 
share for the same period last 
year. 

Although Borden sold a greater 
quantity of products during the 
first half, dollar sales were $305,- 
047,723, a decline of 1.5% from 
sales of $309,819,906 in the like 
period of 1948. 


‘The improved earnings figure 
is due to the resumption of the 
customary seasonal trend in farm 
prices, as contrasted with the ab- 
normal price trend for early 1948. 
With the situation more nearly 
normal, Borden’s operating mar- 
gins, although traditionally low, 
were sufficient to produce more 
favorable results. 


Reduced material costs were 
reflected in the lower consumer 
prices of many items, particularly 
in. the case of milk and dairy 
products. At present, it appears 
unlikely that there will be many 
further reductions in the prices 
of the company’s principal food 
items. In fact, prices of some 
dairy products have reached — 
or gone below — the levels at 
which the Government is bound 
to support them. 
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The outlook for earnings dur- 
ing the balance of the year ap- 
years favorable. 

Dividends in 1948 totalled $2.55 
per share and three quarterly 
dividends of 60 cents per share 
have been paid thus far in the 
current year. 


McKesson & Robbins, Inc. 

As I am primarily interested in in- 
come, will you please furnish informa- 
tion as to dividend payments of McKes- 
son & Robbins; principal products and 
other pertinent data you have on the 
company. S.D., Forest Grove, Oregon 


For the fiscal year ended June 
30, 1949, McKesson & Robbins, 
Inc. showed consolidated net 
profit of $8,766,345 after all 
charges, including provision of 
$5,650,489 for Federal income 
taxes. After provision for pre- 
ferred stock dividends, this net 
profit was equivalent to $4.87 per 
share on the common stock. 

In the previous fiscal year the 
company reported consolidated 
net profit of $8,796,198 after pro- 
vision of $5,926,889 for Federal 
income taxes. After preferred 
stock dividends, this was equal to 
$4.89 per common share. 

Net sales for the fiscal year 
ended June 30 were $356,636,055, 
an increase of $3,916,734 over the 
previous fiscal year. 

Dividends in 1948 totalled $2.40 
per common share and the regu- 
lar 60 cent quarterly dividend 
was supplemented by a special 
dividend of 25 cents per share, 
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payable September 15, making 
total payments thus far this year 
$2.05. The regular $4.00 annual 
dividend on the preferred stock 
has been paid since 1944, 

Company is the largest do- 
mestic wholesaler of drug prod- 
ucts and, in addition, produces 
proprietaries and distributes 
liquor. 


Devoe & Raynolds Company 


Please submit balance sheet figures 
and recent income account for Devoe & 
Raynolds, Ine. 

F. L., Malibu, California 


Sales of Devoe & Raynolds 
Company, Inc. for the six months 
ended May 31, 1949 amounted to 
$19,756,827, a decrease of 114% 
under the same period of 1948. 

The net profit after taxes 
amounted to $431,433 and_ is 
equivalent to 82 cents a share on 
the 483,542 shares of Class A 
stock outstanding, and 41 cents a 
share on the 186,626 shares of 
Class B common stock outstand- 
ing. The above earnings for the 
first half of 1949 are after de- 
ductions approximating $330,000, 
representing a mark-down in lin- 
seed oil content of company’s 
products in the May 31 inven- 
tory and other accounting adjust- 
ments. In the first six months of 
the fiscal year 1948, $2.38 per 
share was earned on the Class A 
stock and $1.19 per share on the 
Class B common stock. The net 
current assets as of May 31, 1949 
were $11,505,034 as compared 
with $11,557,863 on November 
30, 1948. Bank loans were re- 
duced from $1,600,000 to $1,200,- 
000 during the first six months. 
The inventory of $8,099,566 was 
lower by $2,006,315 than the in- 
ventory of November 30, 1948. 

Price reductions were made 
on products in practically all divi- 
sions of sales to reflect present 
market conditions. Some of these 
price adjustments took place in 
the first six months of the current 
fiscal year and others became ef- 
fective as of July 2. These reduc- 
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tions in selling prices will enable 
the consuming public to take ad- 
vantage of the lower price struc- 
ture and cover their requirements 
for summer and fall business. 
This is expected to improve sales 
volume and profits for the second 
half of this fiscal year. Dividends 
on the Class A common stock in 
1948 totalled $2.60 per share and 
50 cents quarterly has been paid 
thus far this year. Dividends on 
the Class B common stock in 
1948 totalled $1.30 per share and 
25 cents quarterly has been paid 
thus far in 1949, 


Stokely Van Camp, Inc. 

Please report inventory position, com- 
parative earnings trend and dividends of 
Stokely Van Camp, Inc. 

B. W., Rapid City, S. D. 

Net sales of Stokely Van Camp, 
Inc. for the fiscal year ended May 
31, 1949 amounted to $95,037,- 
212. Net income for the period 
amounted to $2,979,576, equal to 
$2.34 per share on the 1,063,092 
shares of common stock outstand- 
ing. For the preceding fiscal year, 
net sales were $95,110,041, and 
net income of $2,520,504 was 
equal to $1.97 per share based on 
the same number of outstanding 
common shares. 

While export sales for the year 
declined approximately $4,400,- 
000 due to lack of dollar exchange 
in European countries which im- 
port canned fruits and vegetables, 
the company’s domestic sales in- 
creased by about the same 
amount. Sales of the frozen food 
line increased 37% over a year 
ago. 

The overall inventory at the 
year-end was lower by $1,397,000 
than on May 31, 1948. Finished 
Inventory totalled $20,474,000 
while inventory of raw materials 
and supplies was $5,494,000. 
Comparable figures for a year 
earlier were $18,205,000 and $9,- 
160,000, respectively. 

Ratio of current assets to cur- 
rent liabilities.on May 31, 1949, 
increased to approximately 6 to 
1 from a ratio of 4 to 1 the year 
before. Working capital on May 
31 last totalled $32,950,245 com- 
pared with $32,348,826 on May 
31, 1948. The company had no 
short term bank loans outstand- 
ing at the end of the fiscal year. 

The company is adding a num- 
ber of new outlets in its sales ex- 
pansion program. Competition in 
the canning of fruits and vege- 
tables has intensified recently but 
the company expects to secure its 
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full share of the business that is 
available. 

Dividends in 1948 amounted to 
$1.00 per share on the common 
stock and payments of 25 cents 
quarterly have been made thus 
far this year. 


Davison Chemical Corporation 


Please advise on principal products 
produced by Davison Chemical Corpora- 
tion; net profit and dividends. 

S. W., Trenton, New Jersey 

Davison Chemical Corporation 
for the fical year ended June 30, 
1949, showed net income of $3,- 
588,708, before provision of $1,- 
312,824 for Federal and State in- 
come taxes, and net income of 
$2,275,884 after these provisions, 
equivalent to $4.48 per share of 
capital stock outstanding. 

Net sales for the year amounted 
to $37,350,073, an increase of $3,- 
803,594 over the previous year, 
which again reflects the largest 
sales volume for any year in the 
corporation’s history. 

Working capital on June 30, 
1949 amounted to $10,108,186, a 
decrease of $128,003 from the 
previous year, and the earned 
surplus amounted to $10,321,042, 
an incease of $1,504,683 during 
the year. The capital stock and 
surplus totalled $19,976,839, rep- 
resenting a book value of $38.86 
per share for the 514,134 shares 
of capital stock outstanding. 

Cash and United States Treas- 
ury Savings Notes on June 30, 
1949 amounted to $5,219,801 and 
in addition, United States Treas- 
ury Savings Notes having a value 
of $1,221,000 were purchased for 
use in payment of Federal income 
taxes and have been offset against 
this liability on the balance sheet. 

Trade receivables, less reserves, 
amounted to $2,995,950 as of June 
30, 1949, an increase for the 
year of $1,060,311. Inventories 
amounted to $4,075,563, compared 
with $5,119,295 on June 30, 1948, 
a decrease of $1,043,732. 

Additions and replacement of 
property, plant and equipment 
during the year aggregated $2,- 
407,148. More than half of this 
amount was expended for new 
supplemental facilities to make 
increased and improved produc- 
tion available from _ existing 
plants. 

Davison Chemical is an impor- 
tant producer of industrial chemi- 
cals, silica gel, alum, sulphuric 
acid, various fluoride compounds, 
asphalt compounds, etc. and is 


one of the country’s largest pro- 
ducers of mixed fertilizer, super- 
phosphate and phosphate rock, 

Current quarterly dividend rate 
is 8714 cents per share. 


Congoleum-Nairn, Inc, 
_I would appreciate receiving informa- 
tion as regards the financial position, 
net income and sales volume of Congo- 


leum-Nairn, Inc. 
E. B., Mt. Carmel, Illinois 


Net income of Congoleum- 
Nairn, Inc. for the six months 
period ended June 30, 1949, 
amounted to $2,182,401, equiva- 
lent to $1.75 per share, compared 
with $3,250,577, or $2.61 per 
share during the corresponding 
period of the preceding year. 

Sales for the first six months 
of the current year aggregated 
$22,428,841 compared with $28,- 
908,736 for the first half of 1948. 
While, due to the change in eco- 
nomic conditions, sales volume 
and net income declined during 
the first half of 1949, they sub- 
stantially exceed any pre-war 
period. 

On June 24, 1949, the company. 
announced a reduction in prices 
on its products averaging about 
614%. The loss in revenue should 
be offset in large part by lower 
costs of drying oils and other 
raw materials. 

The substantial improvements 
to the company’s plants resulting 
from the $13 million construction 
program now about completed, 
and which have been paid for out 
of the current funds, should be 
most helpful in maintaining the 
company’s progress with the re- 
turn of normal competitive con- 
ditions. 

Dividends including extras to- 
talled $2.25 per share in 1948 and 
3744 cents per share was paid in 
each of the first three quarters 
of the current year. 

Consumer demand for the com- 
pany’s products appears satisfac- 
tory; however, operating results 
for the second half of the year 
will be largely influenced by gen- 
eral business conditions. 

Balance sheet as of June 30, 
1949, showed total current assets 
of $22,544,683 and total current 
liabilities of $5,283,967, leaving 
net current assets of $17,260,716. 

Congoleum-Nairn, Inc. is one of 
the leading manufacturers of both 
linoleum and printed felt base floor. 
and wall coverings. The company 
also produces linoleum paste, wax 
and floor laying and maintenance 
accessories. ia 
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By E. K. A. 


Business news continue on the cheerful side but how long 
the uptrend will last is still to be seen. There is ample evidence 
that the recession has levelled off as a result of inventory 


replenishment and seasonal 
influences. Employment has 
gained and production has 
made up the sharp drop it 
suffered in July. Retail sales 
are moving closer to last 
year's figures with some 
areas showing plus signs. 
Business loans continue to 
edge higher after their sharp 
and prolonged decline but 
the extent of recovery so far 
at least is rather disappoint- 
ing. A spurt in new orders is 
perking up the pace of a 
wide variety of production 
lines. Several industries, such 
as refrigerators, furniture, 
paper, clothing and lumber 
report that the upswing 
seems to be more than sea- 
sonal but others aren't so 
certain. At least, however, 
they are experiencing the 
kind of buying spurt typical 
of prewar autumns. 

The weight of evidence, 
pending further clarification, 
still points to the upswing 
essentially as an inventory 
replacement boomlet, a rally 
from the downtrend rather 
than a_ genuine recovery 
trend. One reason is that 
consumer demand, while 
fairly good, has by no 
means the earmarks of a 
buying spree. Another is 
that capital goods activity 
is in a slow downtrend. More- 
over, the heavier ordering 
has been for seasonal and 
short - range commitments, 
and production and buying 
policies remain geared to 
this current close view of fu- 
ture business. 

More than ever, near- 


term prospects hinge on steel and a clarification has been 
brought measurably nearer by the report of the fact-finding 
board. Should a threatened steel strike not materialize, after 
all, for the balance of the year, we shall soon know to what 
extent, if any, recent high steel operations have been 
artificial, spurred by precautionary stocking up rather than 
genuine current demand. Most recent emphasis has been less 
on the former and more on the latter, particularly in view of 
rising scrap prices and the revival of a number of steel con- 
suming industries. But even so, the question is to what extent 
revival there can offset the prospective decline in automobile 
manufacturing and other durable goods lines widely antici- 
pated within the fourth quarter. 

Traditionally, seasonal fall improvement is mainly confined 
to soft goods industries while durable goods business tends 
to slow down. That means not only autos, but machinery, build- 
ing materials, hardware, etc. 

Without question, if major strikes can be averted now, 
relief over this development will bolster business sentiment 
generally but this doesn’t mean that the recession could then 
be considered over. Even optimistic Dr. Nourse believes that 
the process of disinflation ~ not yet been completed. But 
confidence in the labor relations structure could go a long way 
towards increasing the economy’s resiliency against the ad- 
justments which still lie ahead. 

Key developments to watch in the weeks to come (barring 
strikes): The trend of steel operations; the extent of cutbacks 
in the automobile industry and durable goods activity in gen- 
eral; the vigor of retail trade. And somewhat further removed, 
though no less important: The trend of private capital expen- 
ditures. Government could do much to prevent a serious de- 
cline in the latter by instituting measures to encourage them. 
Permission of accelerated depreciation for capital investments 
would be one of the most effective ones, and official quar- 
ters are coming around to this view. 


Employment Trend 


" According to the latest Commerce Department report, em- 
ployment between mid-July and mid-August, instead of fall- 
ing as it normally does at that time of the year, rose from 
59,720,000 to 59,947,000—a 1949 record. Unemployment 
dropped more than seasonally from 4,095,000 to 3,689,000, 
after climbing steadily each month, except one, since last 
October. Farm jobs, following the usual late summer pattern, 
declined from 9,647,000 in July to 8,508,000 in August. But 
the loss was more than offset by an impressive gain in non- 
farm jobs from 50,073,000 to 51,441,000, a new high for this 
year. Of course a one-month batch of encouraging job statis- 
tics doesn’t prove that we are safely out of the woods. But 
the improvement appears to justify the cautious optimism 
evidenced by business. 
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| MONEY AND CREDIT—Stock prices, common and preferred, 
gained fractionally on balance during the fortnight ended 
September 9, on the smallest volume since the fortnight ended 
August 27, 1948. Our index of 100 Low Priced Stocks, however, 
was off fractionally. Bank stocks, U. S. Governments and for- 
eign government dollar bonds also displayed mild strength. 
High grade rail bonds rose to the best average level since 
September 20, 1947. For the fortnight ended August 31, weekly 
reporting member banks increased their earnings assets by 
$1.1 billion, to a level $2.5 billion above a year ago. Most of 
the fortnight’s increase was in holdings of U. S. Government 
securities, which expanded by $0.8 billion, to a level $2.6 
above last year. Commercial loans expanded by a meagre 
$23 million; and are still $1.9 billion smaller than a year ago. 
Government deposits were off $45 million; but are stil a billion 
larger than last year. The inflationary effect of deficit financing 
is beginning to show in the change in direction of demand 
deposits, which expanded during the fortnight by $0.7 billion, 
to a level only $0.3 billion below last year. Even more pro- 
nounced symptoms are appearing in the federal gross debt, 
which rose $1.2 billion during the fortnight to a level $3.6 
billion above last year. During the previous fortnight the rise 
was only $650 million. Comparison of the minute expansion in 
commercial loans with the huge rate at which the Govern- 
ment debt is growing should leave little doubt as to the Teras- 
ury’s true reason for reverting to the war-time cheap money 
policy. Last week an incidental consequence of this was an- 
other reduction of !/g% in commercial paper rates. The Treas- 
ury ran a deficit of $2,594 million in July and August (first two 
months of the current fiscal year), $1,119 million more than in 
the like period last year. 


TRADE—With the return of vacationists and cooler weather, 
Department Store Sales have picked up abruptly since our last 
issue. In the week ended August 27, sales were off only 1% 
from a year ago, then dipped to 4°/, below during the follow- 
ing week, compared with a cumulative decline of 5%, for the 
year to date. Tentative estimates as this is written point to 
further improvement in the second week of September. Store 
profits, howver, have dropped sharply, owing to the unavoid- 
able time lag between expense cutting and sales declines. 

As mentioned here in our last issue, no small part of Eng- 
land’s current foreign trade problem stems from the necessi- 
tous liquidation of her foreign investments during the war. Last 
year, income from such investments and from shipping was less 
than $400 million, contrasted with around $1.5 billion in pre- 
war years. Another difficulty is the large floating debt to her 
colonies, in the form of blocked sterling, incurred during the 
war. It has now been reduced to around $13 billion through 
evasive conversion into dollars by outlanders and by exports 
of goods to debtor countries, who are willing to pay her higher 
than competitive prices rather than have their sterling credits 
tied up indefinitely. In financial circles here it has been sug- 
gested thot a smart way to bypass this obstacle might be to 
fund the floating debt with low interest bearing bonds; but, 
as external bonds have often proved to be risky investments, 
itis by no means certain that creditor nations would assent to 
such a solution. 


INDUSTRY—While current business news is rather favorable 
on balance, fourth quarter outlook hinges upon automobile 
sales which thus far have held up unusually well. Meanwhile 
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business activity continues to pick up encouragingly and em- 
ployment has snapped back to the best level in ten months. 
Some industries—notably coal, metals, and even textiles— 
though up considerably from the lows, are still well under last 
year. Readers will find these and other developments reviewed 
in more detail in the text below. 


COMMODITIES—Commodity price indexes, both spot and 
futures, advanced sharply during the fortnight ended Septem- 
ber 10. Notable exception was cotton, which eased off a little. 
Looks as though cotton, and perhaps corn, are heading for 
acreage controls and marketing quotas next year, involving 
taxpayers in a big bill for armies of clerks and field inspectors 
in an effort to check evasions of unwelcome regulations. 





This publication's index of overall Business Activity has 
risen for seven consecutive weeks, reducing the margin of de- 
cline below last year to 2.3%, as of September 1. For the month 
of August, our index snapped back to 181.4% of the 1935-9 
average, thereby exactly recovering the sharp dip to the year’s 
low of 177.8 in July; yet the August index was still 3.9% 
below the like month last year. On a per capita basis, the 
August index rose to 157.4% of the 1935-9 average, from 
154.4 in July. This compares with 166.4 in August, 1948. 

* * & 
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Latest Previous Pre- 
Wk.or Wkor Year Pearl PRESENT POSITION AND OUTLOOK 
Date Month Month Ago arbor 
MILITARY EXPENDITURES—$b (e) | Aug. 1.29 1.20.04 (Continued from page 649) 
Cumulative from mid-1940....... | Aug. 385.9 384.6 371.6 13.8 
Construction Expenditures, on the 
FEDERAL GROSS DEBT—$b Sept. 7 256.4 255.9 252.8 55.2 other hand, are beginning to show a some- 
MONEY SUPPLY—$b what less than seasonal increase. In August, 
Demand Deposits—94 Conters___ Aug. 3! 46.7 463 47.0 26.1 | they were 3% ahead of July; but 2% under 
Currency in Circulation... Sept. 7 27.6 27.4 28.3 10.7. |@ year ago, compared with an 8-months’ 
gain of 2%. The laggard component here 
BANK DEBITS—13-Week Avge. is private building which, in August, was 
New York City—$b sssoaeenenancessseeegammesnmennm ests Aug. 31 8.55 8.53 8.14 4.26 8% below last ear, compared with a de- 
93 Other Centers—$b..________. | Aug. 31 11.87 11.84 12.47 7.60 | cline of only 6% for 8 months. Public con- 
PERSONAL INCOMES—$b (cd3) July 211.9 214.7 216.7 102 struction for 8 months was up 30%. 
Salaries and Wages..... —- | July 138.1 138.5 138.8 66 * * * 
Proprietors’ Incomes ie ot ey 44.5 46.8 50.8 23 New Dwelling Starts in July, though 
uquren ane Diieads | Syly 17.3 17.3 16.0 10 4%, below June, were 19% ahead of last 
EOIN a PY 12.1 12.1 tet 3 year, compared with a 7-months’ decline 
(INCOME FROM AGRICULTURE) loly 20.8 22.9 26.5 10 of 4°. 
CIVILIAN EMPLOYMENT—m (cb) | July 599 59.7 612 518 Ge 
Agricultural Employment (cb)... | _ July 8.5 9.6 8.4 8.8 Factory sales of Automobiles set a new 

Employees, Manufacturing (Ib)... July 15.0 15.1 16.2 13.8 | monthly high in July. 

Employees, Government (Ib). | Juy 5.8 5.8 5.6 4.6 * * * 
ee wed id = i In marked contrast, the backlog of 
FACTORY EMPLOYMENT (1b4) Juyl 144 145 159 147 Freight Cars on order at the end of July 

Durable Goods Juy 162 165 185 175 was 85% below the like date last year and 
Non-Durable Goods | July 129 124 138 123 sufficient to sustain production at the July 
FACTORY PAYROLLS (1b4) Mens 329 336 359 198 rate of 6,434 cars for only 6 months. Only a 
_ | trickle of new orders were received in July; 
FACTORY HOURS & WAGES (1b) | but management is cutting production each 
Weekly Hours July 38.8 38.9 39.8 40.3 | month enough to maintain a 6-months' 
Hourly Wage cents)... July 138.3 138.0 133.2 78.1 paaeton: rather than clear the books in 4 
Weekly Wage ($) | July 53.66 53.68 52.95 32.79 _ | months and close shop. 
PRICES—Wholesale (1b2) Sept. 6 152.7 1524 1684 925 | eS 
Retail (cdib) | July 186.8 1883 195.2 1162 | Deliveries of refined Copper during ul 
- iwere 60% smaller than in the like mont 
abe athaaatital ita | July 168.8 169.6 173.7 110.2 | last year, but production was off only 21%. 
_ July 201.7 204.3, 216.8 ~=—'113.1 | Thus it is scarcely surprising to learn that 
Gottiag July 188.5 = 190.3 197.1 ‘113.8 | stocks on hand at the end of July were about 
Rout July 120.7. 120.6 =—«117.3, 107.8 | 21/5 times as large as a year earlier. Lead 
RETAIL TRADE—$b ~~ | shipments in July were only 12%, below last 
Retail Store Sales (cd). | July 10.24 10.83 10.74 4.72 | Year but production was off only 3%, < 
Durcble Goods | uly 3.25 3.48 349 1.14 | Stocks at the end of July were more than 
Non-Durable Goods | July 6.99 7.35 7.55 3.58 | four times as large as a year earlier. 
Dep't Store Sales (mrb).. July 0.61 0.73 0.69 0.49 | * * * 
Retail Sales Credit, End Mo. (rb2)_. July 8.14 8.15 7.05 5.46 Rayon shipments - July sii 10%, 
MANUFACTURERS’ ahead of June, despite mill shut-downs for | 
New Orders (ed2)—Total June 209 «= 203.~Sfs«265—Ss«@|~—Ss«| Vacations; yet shipments were 21%/, below 
Durable Goods __ | June 217, -208~Ss(307'—S—s«2 last year, against a 7-months’ decline of 
Non-Durable Goods June 204 20! 240 157 | 23%. . m ‘. 
Shipments (cd2)—Total | June 310 319 336 187 
Durable Goods _ | June 364 363 369 227 Hot weather and price cuts boosted or- 
Non-Durable Goods _._ June 279 293 317 158 ders for Refrigerators in June and July. 
~ * * 
BUSINESS INVENTORIES, End Mo. | Pali : cet 
Total—$b (cd) i. eek sien 51.3 28.6 , Anticipating the usual winter rise in de- 

Siiiidlieiaiiden® = Vale 30.4 309 29.7 16.4 | mand for fuel, the Pennsylvania Anthracite 

Whelacslen’ oa 78 19 8.0 4.1 | Committee has authorized a 50% increase 

Retailers’ June 13.4 13.8 13.6 8.1 |in hard Coal production; while the Texas 

Dept. Store-Stocks (mb) | June 21 23 23 1.4 | Railroad Commission has raised allowable 
Crude Oil production for September by 

BUSINESS ACTIVITY—1—pc Sept. 3 159.5 159.2 165.8 141.8 | 121,000 barrels daily. The new rate, how- 
(M. W. S.)—I—np Sept. 3 183.9 183.5 188.3 146.5 | ever, is still 650,000 barrels daily below the | 
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Latest Previous Pre- 
, we .- pre . _ Rea PRESENT POSITION AND OUTLOOK 
ate ont ont go arbor 
LOOK 
——. INDUSTRIAL PROD.—1—np (rb) July 162 169 186 174 production rate prevailing in December, 
Mining July 134 134 153 133 1948. 
Durable Goods Mfr.__..... eer eo PS RU 186 194 219 220 x « * 
on Non-Durable Goods Mfr... | July 156 160 169 151 The 3-day work week at Bituminous 
1 some- CARLOADINGS—t—Total Sept. 3 704 747 895 833 coal mines, started on July 5, reduced stock- 
August, Manufactures & Miscellaneous... | Sept. 3 333 356 399 379 piles during that month by only 5 million 
> under Mdse. L. C. L Sept. 3 84 93 108 156 tons, leaving 60 million tons above ground 
months’ Grain _.. Sept. 3 45 50 5! 43 at the end of July. At this rate, after allow- 
int here ELEC. POWER Output (Kw.H.)m Sept. 3 5544 5,523 5,470 3,267 ing for rising consumption with cooling 
st, was weather, John L. Lewis may not consider 
h a de- SOFT COAL, Prod. (st) m Sept. 3 8.1 7.9 12.3 10.8 | the time propitious for resuming wage ne- 
li . Cumulative trom Jon, 1... | Sept. 3 321 313 3% 446 gotiations until late November, or even 
ltt: Stocks, End Mo Jul 69.1 741 591 61.8 : 
OF ies isin net : : December. Wintry weather would afford an 
PETROLEUM— (bbls.) m ideal occasion for Government intervention 
Crude Output, Daily. | Sept. 3 4.8 4.7 5.5 4.1 | to avert a crisis; though John L. does not 
though Gasoline Stocks Sept. 3 105 106 95 86 stand too high in Administration inner cir- 
of last Fuel Oil Stocks Sept. 3 68 68 55 94 cles since his falling out with the late Presi- 
decline Heating Oil Stocks Sept. 3 76 75 64 55 dent Roosevelt. 
LUMBER, Prod. (bd. ft.) m Sept. 3 644 663 660 632 * * * 
. (bd. ft.) bo . 7.8 7.7 5.8 12.6 ' 
pn ee — New orders of Paperboard received by 
asia STEEL INGOT PROD. (st.) m Aug. 6.71 5.78 7.45 6.96 | mills during the week ended September 10 
Cumulative from Jan. |... | Aug. 58.4 57.6 51.7 74.7 | totaled 172,955 tons compared with 262,- 
ENGINEERING CONSTRUCTION _ in ene ay ane 
log of AWARDS—$m (en) Sept. 8 147 155 107 94 roduction was lower than in t e wee e- 
of July Cumulative from Jan. |... | Sept. 8 5,663 5,516 4,719 5,692 fore, and unfilled orders on hand increased 
Yar and from 365,609 tons to 380,248 tons. The de- 
‘ MISCELLANEOUS ? 
he July Paperboard, New Orders 'st) t......... Sept. 3 263 174 234 165 pines 7 — orders tio net ee 
Onl 2 A 5.8 35.1 38.4 34.8 inasmuch as if is normal practice in the in- 
nly a Footwear Production (pairs) m............ | June 35. : : : d | le aiid aad : ‘l 
7 ; : ae 594 475 352 ustry to place the bulk of orders with mills 
in July; Motor Vehicles, Factory Sales—t July 579 h ; h h. Th 
»n each Cigarettes, oDmestic Sales—b......... | July 25.8 32.8 27.2 27.6 | at the start of each mont . The Labor Day 
nonths’ Whiskey Production (tax gals.) m...... | June 7.9 11.0 14.9 11.8 holiday was a factor in the lowered output 
ks in 4 Do., Domestic Sales www | June 3.5 3.7 3.1 8.1 | and the increase in unfilled orders. 
b—Billions. cb—Census Bureau. cd—Commerce Dept. cd2—Commerce Dept. (Avge. Month 1939—100). cd3—Commerce Dept., 
seasonally adjusted monthly totals at annual rate, before taxes. cdib—Commerce Dept. (1935-9—100), using Labor Bureau and other 
| Data. e—Estimated. en—Engineering News-Record. |—Seasonally adjusted Index (1935-9—100). Ib—Labor Bureau. [b2—Labor Bureau 
ng ~~ (1926—100). Ib3—Labor Bureau (1935-9—100). Ib4—Labor Bureau, (19397—100). |t—Long Tons. m—Millions. mpt—At Mills, Publishers, 
mont and in Transit. mrb—Magazine of Wall Street, using Federal Reserve Board Data. np—Without Compensation for Population growth. pe— 
y 21%. Per Capita Basis. rb—Fe-s:al Reserve Board. rb2—Federal Reserve Board, Instalment and Charge Accounts. st—Short Tons. t—Thousands 
rn that 
> about THE MAGAZINE OF WALL STREET COMMON STOCK INDEXES 
. Lead i af ———— 1949 Indexes —————- |_ (Nov. 14, 1936, Cl_—100) High Low Sept.2 Sept. 9 
low last Issues ‘1925 Close—100) High Low Sept.2 Sept.9 100 HIGH PRICED STOCKS____ 80.68 71.00 78.16 78.75 
% and 320 COMBINED AVERAGE ......... = 427.6 108.0 119.3 120.1 100 LOW PRICED STOCKS... 146.36 119.71 132.80 132.27 
re than 4 Agricultural Implements... 200.0 —‘162.! 180.6 183.0 6 Investment Trusts ___. - 622 53.9 61.2 61.2 
10 Aircraft (1927 Cl—100)....._ 175.3 138.2 146.8 145.9 3 Liquor 1927 Cl—100) _.. 738.4 602.9 717.9 721.3 
6 Air Lines (1934 Cl—100). 454.7 366.1 422.3. 414.5 10 Machinery 136.9 115.9 1255 125.2 
b Amusenent RS 75.7 82.6 79.4 3 Mail Order eee 87.1 96.9 97.2 
» 109 12 Automobile Accessories... 188.9 145.2, (165.1 164.7 3 Meat Packing 79.9 63.3 71.3 71.3 
é 2 12 Automobiles _......-......, . 29:7 21.3 24.1 23.8 12 Metals, Miscellaneous ___ 158.1 122.0 130.1 135.3 
wns for 3 Baking (1926 Cl—100)._._-19.7 18.1 19.4 19.5 4 Paper 37.3 27.9 32.7 32.8 
below 3 Business Machines _ 2374 209.0 2276 226.8 29 Petroleum 245.7 207.1 243.6 245.5 
line of 2 Bus Lines (1926 Cl—100).. 133.5 = 118.3 131.1 130.0 21 Public Utilities __ 126.6 102.4 126.0 = 125.5 
+ eS ee ee: 2) ee 6 Radio (1927 Cl—100) 26.7 13.6 14.7 15.2 
3 Goal Minitie: = -- 28 19.2 11.2 13.3 13.2 9 Railroad Equipment 50.0 36.5 41.0 40.3 
4 Communication ........._ 39.4 31.8 34.1 33.8 24 Railroads 23.4 17.5 18.9 18.7 
ted or- 13 Construction... 585474 054.7543 3 Realty _.. 27.2 «21.4 -27.2A— 27.2 
d July. 7 Containers 2B 240.7 264.0 265.6 3 Shipbuilding SNE ee 120.0 135.0 132.1 
9 Capper & crass. «ISS 67.4 73.5 74.1 3 Soft Drinks _. sags 298.2 332.9 326.5 
2 Dairy Products «OFS 53.3 62.5 64.3B 14 Steel & Iron. s«'08.2 77.0 83.9 83.6 
— 5 Department Stores a 49.2 54.9 56.3A 3 Sugar 48.5 39.8 46.2 46.0 
i oe 6 Drugs & Toilet Articles... 158.2 141.6 151.6 158.2A 2 Sulphur 286.7 233.8 281.5 285.5 
hracite 2 Finance Companies _____ 299.8 246.1 + —-299.8C_ —-298.8 5 Textiles _ 1325 1009 1185 119.1 
icrease 7 Food Brands. sé 3.7 146.0 162.8 163.7A 3 Tires & Rubber 318 26.6 28.3 28.2 
» Texas 2 Bode StOrnG ce. SD 58.5 82.0 83.7C 6 Tobacco 79.9 67.1 79.7 79.6 
; bl 3 Furniture 70.7 54.7 61.2 61.3 2 Variety Stores... ss 346.2 308.3 343.1 344.4 
we * 3 Gold Mining... 733.9 = 566.3 «= 615.3 = 707.6 17 Unclassified (1948 Cl—100) 105.3 93.2 101.6 103.6 
er 
. ‘the. New HIGH since: A—1948; B—1947; C—1946. 
a 
low the | 
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Trend of Commodities 





Commodity indexes, spot and futures, extended their ad- 
vance during the fortnight ended September 10, but cotton 
was off a little upon release of the Government's forecast as of 
September 1, which indicated a crop of 14,943,000 bales or 
138,000 more than predicted a month earlier. Trade guesses 
had expected a decline in yield. The President has signed a bill 
| permitting the Agriculture Department to order cuts up to 20% 
| next year in acreage planted to cotton and peanuts; but 
authorizing an increase of 2,000,000 (about 3%) in wheat acre- 
age. A major cause of the present and prospective cotton glut 
is the war-time entry of western farmers into the cotton growing 
business, previously dominated by the South. The September 
1 corn forecast a Soe this year’s harvest at 3,525 million 
bushels—only 125 million below last year’s all-time high. Short- 





age of storage space has depresed the price below the Gov- 
ernment support level. Government warehouses are already 
bulging with 556 million bushels taken over from last year's 
crop at a cost of about $580 million. Around $600 million of 
taxpayer's money was also spent to support the 1948 cotton 
crop. Despite huge expenditures to support commodity prices, 
farm income is running about 25%, below last year, while food 
and clothing at retail are off only 4%. Still climbing wages 
afford a clue to this discrepancy. Despite sharp declines in 
many other commodities, coffee is still selling at 4 times its pre- 
war price. The U.S.A. is consuming two-thirds of the world pro- 
duction, and our imports are about a third larger than pre-war, 
But Europe has cut down her consumption by nearly 40%. 
Should overseas demand recover, prices would go still higher. 
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U. _. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices — August, 1939, equals 100 


Date 2 Wk. | Mo. 3Mo. 6Mo. 1 Yr. Dec.6 

Sept. 12 Ago Ago Ago Ago Ago 1941 

28 Basic Commodities ............. 252.1 247.6 243.5 232.1 265.6 315.5 156.9 
11 Imported Commodities... 250.3 247.3 247.7 237.5 252.9 231.1 157.3 
17 Domestic Commodities ... 353.2 247.8 240.8 228.6 274.4 340.0 156.6 


12 Foodstuffs 
16 Raw Industrials 


Date 2 Wk. 1 Mo. 3Mo. Mo. 1 Yr. Dec.6 

Sept. 12 Ago Ago Ago Ago Ago 194! 

7 Domestic Agriculture ........ 305.9 297.8 289.8 295.8 294.0 345.2 163.9 
vecneweenee 3OL4 297.9 296.9 279.4 289.5 379.0 169.2 
. 229.9 223.1 218.6 212.3 260.5 278.2 148.2 





RAW MATERIALS SPOT INDEX 
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14 Raw Materials, 1923-25 Average equals 100 
Aug. 26, 1939—63.0 Dec. 6, 1941—85.0 
1949 1948 1947 1945 1941 1939 1938 1937 
High ____ 161.5 162.2 164.0 958 85.7 783 65.8 93.8 
Low 134.9 149.2 1264 93.6 74.3 61.6 57.5 64.7 
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COMMODITY FUTURES INDEX 
JUNE JULY AUG. SEPT. 
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Average 1924-26 equals 100 

1949 1948 1947 1945 1941 1939 1938 1937 
139.28 168.63 175.65 106.41 84.60 64.67 54.95 82.44 
122.45 139.83 117.14 93.90 55.45 46.59 45.03 52.03 
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TO EVERYONE, THIS GULF SIGN 
STANDS FOR TWO GUARANTEES! 


e This Gulf emblem on any product stands 
for two guarantees of excellence. One visible, 


one invisible. 


The visible guarantee is evidenced by the 
plant and properties that make Gulf one of the 


TO THE MOTORIST 
THIS SIGN STANDS FOR A CROSSROAD 





largest producers and refiners of crude oil. 
The invisible guarantee is the determination 


of Gulf to make the best petroleum products 


Gulf Oil Corporation 


that skill, science, loyal employees and alert 
management can jointly achieve. 


Gulf Refining Company 


General Offices, Pittsburgh, Pa. 








Securities Disturbing 
Investors 





(Continued from page 643) 


tance of trailer operators to place 
orders pending the establishment 
by State legislatures of new high- 
way regulations. More than half 
of these State authorities are still 
deliberating whether to follow the 
example of 23 others to increase 
the allowable length of a truck- 
trailer from 41 feet to an average 
of 49 feet, and of 29 States to in- 
crease the gross weight by 37% 
to about 59,500 pounds. It can 
readily be envisaged what a de- 
terrent to purchasing this prob- 
lem creates to operators in inter- 
state highway traffic, but it seems 
probable that in time, a satisfac- 
tory solution will be reached. 
What supports this expectation is 
that the increased poundage car- 
ried would tend to reduce trans- 
portation costs, thus benefitting 
not only business firms of every 
description but living costs for 
the populace as well. Aside from 
this, it is probable that State tax 
revenues would rise from the in- 
creased traffic. 
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Another adverse factor has 
been the decline in sales of trucks 
by the automotive industry dur- 
ing past months. Actually, the 
trailer business is closely allied to 
that of trucks, for together they 
have become a substitute for the 
old horse and wagon. Addition- 
ally, industrial concerns of all 
kinds, as is well known, have been 
unusually cautious in placing 
orders for all forms of equipment 
in the first half year. Consider- 
ing all these elements, chairman 
Harvey C. Fruehauf has _ ex- 
pressed himself as amazed that 
his company sales have held up 
as well as they have done in this 
uncertain year. 

As to earnings, it seems ap- 
parent that heavy overhead ex- 
penses were’ responsible for 
sharply narrowing the company’s 
pretax margins on reduced sales. 
In the first six months, the aver- 
age pretax margin was about 
5.5% compared with around 
12.5% in the comparable period 
of 1948. This factor alone, though, 
could not shoulder all the blame. 
On sales of $18.9 million in the 
June quarter, the pretax margin 
hit a low of 6.6%, the lowest for 
any quarter during 1948-49. This 


suggests that bookkeeping adjust- 
ments to allow for inventory 
losses and higher expenses may 
have played a significant part in 
the contraction of earnings. If so, 
it is possible that the impact may 
be temporary and that within a 
reasonable time the company’s 
cost controls should be improved. 

Over the longer term, Fruehauf 
Trailer, in common with manu- 
facturers of railway passenger 
cars, has a major problem to 
solve. That is to say, insistence by 
most clients on custom built ve- 
hicles has largely precluded oper- 
ations on a more economical mass 
production basis. In the case of 
Fruehauf, a rise in wages and 
shortened hours has lifted labor 
costs on this class of work at least 
500% in the last twelve years. As 
the management is somewhat ap- 
prehensive lest compensating ad- 
justments to price may become 
impossible, they see the need for 
a shift to standardized models 
and the implementation of mass 
production methods over the me- 
dium term. Time will be required 
for such a move and as the com- 
pany has 85 branches, it would 
involve heavier inventories to 
keep them supplied with the latest 
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models for trucking, farming, 
mining, logging, petroleum, man- 
ufacturing and construction 
transportation. In the long run, 
though, operating costs could be 
much reduced. 

The step taken by Fruehauf 
Trailer last fall in forming an af- 
filiate to finance the company’s 
large holdings of instalment 
paper was constructive in easing 
working capital problems. Frue- 
hauf Trailer Sales, Inc. (50% 
owned by the parent) has an ar- 
rangement with an _ insurance 
company to buy up to $30 million 
314% debentures secured by 
customers’ instalment equipment 
notes. The parent company’s 
rapidly expanded postwar busi- 
ness and improvement program 
was adequately financed by is- 
suance of $15 million 3% deben- 
tures due 1966 and 125,000 shares 
of 4% preferred stock. As of 
June 30, 1949, current assets of 
$55 million compared with cur- 
rent liabilities of $17.5 million, 
indicating a very satisfactory 
status. 

Inasmuch as Fruehauf Trailer 
occupies a dominant place in an 
industry marked by vigorous and 
probably reliable growth, it is our 
opinion that confidence in the 
future is well warranted. 35 years 
experience, after starting from 
scratch, has brought the com- 
pany to its present position. As 
in every year but one in this long 
period, operations have been 
profitable, the important factor of 
managerial efficiency is amply 
demonstrated. It is possible, of 
course, that pending full adjust- 
ment of the economy to forth- 
coming conditions, Fruehauf’s 
earnings and dividends may con- 
tinue to vary from period to 
period, but at current price, the 
shares appear to have liberally 
discounted these uncertainties. 
Present holders of the stock are 
advised to retain their holdings 
or to average down their cost; 
with proper timing the shares 
seem to us to offer a rather at- 
tractive speculative medium. 





Strong Companies Building 
Huge Reserves to Meet 
Contingencies 





(Continued from page 625) 
earnings, swell net worth and un- 
derstate profits. But stockholders 
will likely want to know first of 
all what their company really 
earned. Their interest in increased 
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reserves and net worth is bound 
to remain secondary so long as 
such increments fail to find more 
realistic expression in terms of 
market value for the stock, or 
have come about at the expense 
of dividends. 

Yet a strong reserve position 
and high net worth should not be 
entirely disregarded, if only be- 
cause the time may come when 
such differential advantages can 
assume real practical significance. 
A company bolstered by substan- 
tial reserves is always better able 
to weather lean times, meet un- 
expected emergencies, or take ad- 
vantage of available business op- 
portunities. 

This is true also of depreciation 
reserves, for when the time for 
replacements at higher prices ar- 
rives, some companies may find 
themselves in a tight spot. In- 
adequate depreciation reserves 
may discourage plant moderniza- 
tion, thus impairing future earn- 
ings potentials, or may force com- 
panies into debt, creating prior 
obligations. Even at best, it may 
lead to dilution of share capital 
because of necessity to raise funds 
by sale of additional stock. 

From a broad economic view- 
point, rapid amortization of plant 
investment is particularly useful 
at present, when there exists a 
lot of marginal investment that 
more liberal depreciation allow- 
ances might bring in. This need 
is beginning to be realized offi- 
cially; Washington quarters are 
now lending a close ear to the 
mounting demands for liberaliza- 
tion of depreciation allowances 
for tax purposes. 

Nothing would be so certain to 
deepen the recession as a severe 
curtailment of capital spending 
because of niggardly and rigid de- 
preciation allowances, hence the 
problem is now the subject of 
careful study. There are strong 
indications that Congress. will 
have to take a stand on the issue 
before long. 

When considering the value of 
reserves, however, one must also 
look at available cash assets, for 
unless backed by cash, reserves 
have little meaning. In actual 
practice it will be found that re- 
serve funds frequently are con- 
sidered as supplements to work- 
ing capital and rather freely used 
as such. This because of a natural 
desire of the managements to 
keep resources productive; where 
finances are basically sound, or 
unless overdone, the practice ap- 
pears entirely rational. But where 
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it is done unwisely, a_ situation 
may arise where reserve protec- 
tion is apparent rather than real, 
In such circumstances, existence 
of reserves might lose much of 
their meaning, since the problems 
they are supposed to meet will re- 
main unsolved, and the risks un- 
covered, in varying degree. 

Company policies regarding 
utilization of reserve funds, vary 
of course greatly, thus this mat- 
ter is one for individual analysis. 
To illustrate the varying signifi- 
cance of reserve accounts, we 
have prepared a table showing 
reserves of a number of com- 
panies and their relation to cash 
assets, working capital and cur- 
rent ratios. The wide divergence 
of these relationships is of inter- 
est, particularly the ratio to cash 
assets, though in some cases a 
seemingly scant cash coverage 
may not be of too much sig- 
nificance. 





The Economic and Political 
Significance of the Chinese 
Communist Victories 
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eastern Asia were about three 
times as large (in value) as be- 
fore the war. Because of wartime 
destruction in Japan and Western 
Europe, we had the advantage of 
being there “the firstest with the 
mostest,” especially in the way 
of essential foods, and capital and 
industrial equipment. Even with 
this advantage, some of which we 
are likely to lose in the future, 
the share of the Far East and 
Southeastern Asia in our export 
business has been only half as 
large as before the war. Com- 
pared with prewar years, there 
has been a great expansion of 
our foodstuff exports — which is 
only temporary —and a decline in 
the volume of our exports of 
petroleum, cotton, and iron and 
steel products. This reflects the 
low level of industrial recovery. 

On the import side the Far 
East and Southeastern Asia sup- 
plied us in 1948 with only one- 
tenth of our import require- 
ments; before the war, one-sixth 
of our imports originated there. 

The British make no bones 
about it that they would like us to 
spend more dollars either by 
means of investment loans or 
through increased stockpiling 
purchases in Malaya, Burma, and 
Indonesia, as well as in India 
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where our investments and know- 
how could help to strengthen the 
grip of the moderate Nehru Gov- 
ernment on the country. Also, if 
more dollars were available to 
India, the pressure on Great 
Britain to release blocked sterling 
balances for purchases of badly 
needed goods would probably be 
lessened. Our trade relations and 
investments in Southeastern Asia 
countries would be greatly helped, 
however, by placing the cur- 
rencies of these countries on a 
more realistic basis. Some of 
them, for example, the Indian and 
Pakistani rupee, are badly over- 
valued. 

As against the British cham- 
pioning India, Malaya, and other 
Southeastern Asia countries as 
recipients of dollars, there is a 
school in this country advocating 
the building up of Japan asa 
base against communist advance 
in the Far East. Their argument 
is that Japan must trade in order 
to live, and that the growing 
competition in international mar- 
kets is making her comeback and 
postwar readjustment much more 
difficult than otherwise would be 
the case. Hence, they say, Japan 
must be helped to modernize her 
worn-out industrial plant. 

As far as current trade is con- 
cerned, the shift of China from 
the Western to the Eastern 
sphere will not greatly affect the 
trade of free nations, and this 
country in particular. As will be 
seen from our table, China 
bought and sold $600 million 
worth of goods in 1948, or about 
half as much as before the war 
(1937). A considerable propor- 
tion of the imports were possible 
only because of American finan- 
cial aid. 


The Real Loss 


The real loss resulting from 
China’s change of “‘camps’” lies in 
what the Chinese trade could 
have been in the future. The 
country was preparing to mod- 
ernize and industrialize herself, 
presumably with our help, and 
as a consequence, gave promise 
of being an expanding market for 
our exports of machinery and 
equipment as well as of such raw 
materials as cotton and tobacco. 

As a matter of fact, some trade 
between the Communist China 
and the West is likely to continue. 
It is a known fact that the 
Chinese communists are anxious 
to trade. Since they have ‘very 
little foreign exchange, they will 
without doubt rely largely on 
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The directors have declared a 
regular quarterly dividend of 
75¢ a share on the common 


September 1, 1949 


Beatrice Foods Co. 
DIVIDEND NOTICE 


stock, payable October 1, 1949 
to shareholders of record Sep- 
tember 14, 1949. 


C. H. Haskell, Presidem 


























barter trade. It will be a very 
difficult affair — for the Chinese 
more so than for the Westerners 
— for the simple reason that with 
the exception of tung oil, anti- 
mony, tungsten ore, and a few 
other minor commodities, most of 
the western nations can manage 
without Chinese products. On the 
other hand, the rehabilitation of 
the Chinese economy will require 
such western products as ma- 
chinery, gasoline, cotton, and 
chemicals. 


Should We Trade? 


This brings us to the considera- 
tion of the crucial question: 
Should the United States trade 
with the Chinese communists 
who, despite their avowed inten- 
tions and programs, remain the 
stooges of the Kremlin? Despite 
the fact that any trading with 
China in the future may be tied 
to risky and difficult barter deals, 
some feel that it would be foolish 
to burn all the bridges, that we 
should continue to trade with 
Communist China as long as it is 
in our national interest. As long 
as we can get from China the 
things we need, such as antimony, 
tungsten ore, tung oil, bristles 
and other special products, why 
should we not trade them for our 
products of which we have sur- 
pluses (cotton, tobacco) and 
which do not increase the Com- 
munist China’s military poten- 
tial? 

From a business standpoint, 
this may be a practical thought, 
but what about the political as- 
pect? To some extent trading 
with the communists will 
strengthen them, if not externally 
then internally, and this can 
hardly be in our interest. Above 
all, there can be no question of 
recognition of the communist 
regime. 

An even more difficult question 
to answer is to what extent Japan 
is to be allowed to trade with 








ROME CABLE 
CORPORATION 


DIVIDEND NOTICE 
The Board of Directors of Rome Cable 





Corporation has declared Dividend No. 
| 13 for 30 cents per share on the 4% 
Cumulative Convertible Preferred Stock 
| of the Corporation, payable October |, 
| 1949 to holders of record at the close of 
business on September 14, 1949. 


The Directors also declared consecutive 
Dividend No. 42 for 15 cents per share, 
on the Common Capital Stock of the 
Corporation, payable October |, 1949 to 
holders of record at the close of business 
on September 14, 1949. 


JOHN H. DYETT, Secretary 


Rome, New York, September 7, 1949 





























Safeway Stores, Incorporated 


Preferred and Common 
Stock Dividends 


The Board of Directors of Safeway 

Stores, Incorporated, on September 1, 

| 1949 declared quarterly dividends on 

| the Company’s $5 Par Value Common 
and 5% Preferred Stocks. 

The dividend on the Common 
| Stock is at the rate of 30c per share 
| and is payable October 1, 1949 to 
| stockholders of record at the close of 

business September 16, 1949. 
| The dividend on the 5% Preferred 
| Stock is at the rate of $1.25 per share 
and is payable October 1, 1949 to 
stockholders of record at the close of 
business September 16, 1949. 
MILTON L. SELBY, Secretary. 
September 1, 1949. 














Allegheny Ludlum Steel Corporation 
Pittsburgh, Penna. 


At a meeting of the Board of Directors of the 
Allegheny Ludlum Steel Corpora- 
tion held today, September 7, 
1949, a dividend of fifty cents 
(50¢) per share was declared on 
the Common Stock of the Corpo- 
ration, payable September 30, 
1949 to Common Stockholders of 

record at the close of business on September 19, 

1949. 


S. A. McCASKEY, Jr. 
Secretary 
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Communist China. Unlike the 

United States, Japan is in the 
market for a large number of 
Chinese products, including soy 
beans, iron ore, structural steel, 
and others. A huge volume of 
goods was being exchanged be- 
tween Japan and northern China 
(Manchuria) before the war. 
Japan was China’s chief supplier 
of machinery, chemicals, and 
many other manufactures. Here 
the answer is that Japan — and 
that is also true about the Philip- 
pines, Formosa, Korea, and other 
Far Eeastern countries — may 
have to be allowed some trade 
with the Communist China as 
long as it is in the interest of 
their national economies. How- 
ever, supervision as to what prod- 
ucts are being exchanged (bar- 
tered) will be advisable. The al- 
ternative would be for us to carry 
indefinitely an enormous burden 
of economic support of these 
countries, and this would be a 
costly undertaking. 

One may conclude with the 
statement of that old “China 
hand,” Professor J. K. Fairbanks 
of Harvard University, that in- 
sofar as our future policies in the 
Far East and Southeastern Asia 
are concerned, “we must not un- 
derestimate their grievous diffi- 
culty.” “Arms and goods are not 
enough,” says Dr. Fairbanks, 
“nor mere support of anti-com- 
munism. Our new policy must not 
only affirm that America offers 
Asia more than communism can 
possibly offer. It must also devise 
means to prove this fact on the 
spot, in practical terms that will 
convince the peoples of Asia. 
Most urgently of all, our new poli- 
cy must acknowledge the limited 
ability of our State Department 
(under any Administration) to 
control the course of social 
change among 450,000,000 people 
in a subcontinent as large as our 
own country.” 





Gauging Corporate Earnings 
Prospects—Under Today’s 
Break-Even Points 





(Continued from page 627) 


tory write-downs of $2.3 million, 
charges of $1.2 million for aban- 
donment of facilities and losses of 
$1.3 million from the sale of ob- 
solete inventories took a heavy 
toll on earnings irrespective of 
margins narrowed by reduced 
sales and prices. Had it not been 
for a potential tax carry-back 
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credit of $2.28 million, final net 
losses would have been that much 
higher. The amount and charac- 
ter of these many adjustments 
suggests that Textron decided to 
clean house thoroughly while the 
going was rough, in anticipation 
of more normal conditions here- 
after. Now that textile demand 
and prices have started to im- 
prove the management looks for 
an early return to profitable 
operations. 


Smaller Concerns 


Many relatively smaller con- 
cerns have experienced more trou- 
ble in overcoming break-even 
problems than some of the strong- 
ly entrenched big corporations. 
Sales volume of Catalin Corpora- 
tion of America in the first half 
year declined to $3 million, 19% 
below the first six months of 1948. 
Relative net earnings, though, fell 
to 5 cents a share compared with 
17 cents, a 70% decline. The 
management attributed the sharp 
drop in net wholly to lower sales 
of the company’s specialties, cast 
and phenolic resins; but far 
reaching economies are under 
way that promise to become ef- 
fective in the second half year. 
As has happened in numerous 
other enterprises, large and small, 
inventory liquidation has 
strengthened the company’s finan- 
cial position. Catalin has no bank 
loans and enjoys a current ratio 
of better than three to one. But 
the evidence makes it fairly cer- 
tain that the company’s break- 
even volume must be around $2.9 
million semi-annual sales. 

The first half year experience 
of Bendix Home Appliances, inc., 
reveals a very close approach to 
the break-even point. Whereas 
the company was able to report 
net earnings of $2.43 a share on 
volume of $29.8 million as of mid- 
year 1948, sales of only $11.8 
million in the recent half year 
produced a meager net of 3 cents 
per share. In the June quarter, a 
deficit of 4 cents a share occurred 
though the decline in sales was 
proportionally less than for six 
months. Considering the extent of 
the decline in volume in the six 
months period, it is a testimony 
to efficient management that earn- 
ings did not completely disappear. 
Here again we find evidence that 
a company is likely to have turned 
the corner and should enjoy 
larger sales and improved earn- 
ings in the second half year. De- 
mand for washers is reported to 
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have picked up substantially of 
late, and Bendix this year is out 
with a new washing machine for 
which the outlook is very promis. 
ing. The recent slump in sales is 
laid mainly to caution by dealers 
as to inventory accumulation, but 
depleted stocks are now reported 
to be stimulating order place- 
ments. 

Few concerns have had to con- 
tend with a more drastic decline 
in six months’ volume than De- 
troit-Michigan Stove Company, 
sales for the 1949 first half year 
amounting to only $4.4 million in 
contrast to $12.2 million in the 
same period last year. Surpris- 
ingly enough, though the rate of 
decline was very similar in both 
the March and June quarters, the 
company managed to keep opera- 
tions in the black, but only by 
a slim margin. Net earnings of 15 
cents per share in the first half 
compared with $1.31 a year 
earlier. If only because volume 
has receded in amount so substan- 
tially, there is ground to believe 
that some improvement in the 
near term may be a logical ex- 
pectation, for this concern is 
strongly entrenched. If volume re- 
cedes no further, it appears cer- 
tain that the company’s flexible 
cost controls have met its break- 
even problems very successfully. 





The Growth Record of 
General Mills 





(Continued from page 639) 


the Allied Forces as well as by 
domestic consumers. In postwar, 
rising prices, heavy export de- 
mand and the domestic spending 
splurge lifted dollar sales sharply 
through fiscal 1948, aided by in- 
tensified sales efforts. The decline 
in volume to $410 million in the 
latest fiscal year was partially 
accounted for by lower foreign 
sales as food production abroad 
began to expand and European 
countries bought more heavily of 
grain than of flour. Additionally, 
lower grain prices caused the 
price of flour to recede by about 
20%, and inventory liquidation 
by distributors assumed a rapid 
pace. 

Despite last year’s shrinkage of 
$48 million in sales, a decline of 
10.5% from fiscal 1948, excep- 
tionally flexible cost controls en- 
abled General Mills to hold its 
operating margins at 5.2%, only 
0.3% lower than on the former 
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higher volume. Final net profit in 
in relation to sales held even 
more steady percentagewise, the 
net margin being 2.8% compared 
with 2.9% in the preceding year. 
This extraordinary ability to 
maintain stable margins regard- 
less of fluctuations in volume has 
been characteristic of General 
Mills for many years past. From 
our table it will be seen that while 
the uptrend in sales lifted operat- 
ing income from $7.8 million in 
1940 to as high as $25 million in 
the 1948 fiscal year, increased 
taxes and allowance for reserves 
permitted net income to rise by 
only $7.5 million during the 
period. But in the course of this 
general expansion, the operating 
margin ranged from a low of 
5.1% to a high of 7.6%, the lat- 
ter reached only in a single year. 
Similarly, the company never 
earned less than 2% net on its 
sales nor more than 4.5% during 
the ten year period, and in the 
last seven years the ratio varied 
by less than 1%. 


Earnings Trend 


Translated into dollar terms, 
this flexibility of cost controls 
enabled General Mills to expand 
earnings from a low of $2.02 per 
share in 1942 (adjusted for the 
stock split) to a high of $5.83 in 
fiscal 1948, and regardless of a 
10°¢ dip in sales during fiscal 
1949 to a net of $5.11 in the lat- 
ter year. Several factors are ac- 
countable for the company’s en- 
viable record in this respect. In 
the first place turnover is excep- 
tionally rapid, as shown by net 
inventories of only $23.2 million 
as of May 31, 1949, compared 
with annual volume of $410 mil- 
lion. Aside from this, the com- 
pany hedges its purchases of all 
essential grains and other mate- 
rials whenever practical, in this 
manner minimizing inventory 
losses. Also, during a period of 
falling commodity prices, costs 
for materials are apt to drop 
faster than prices for finished 
products, especially for packaged 
goods. Flour prices are more 
sensitive to market fluctuations 
for grain, due to competitive fac- 
tors, as a result of which the in- 
dustry as a whole made very slim 
profits last year from this 
division. 

General Mills, though, had an 
outstanding advantage in its abil- 
ity to sell an increasing percent- 
age of products other than flour 
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on which margins are tradition- 
ally narrow at best. Profits de- 
rived from packaged goods, 
chemicals and home appliances 
tend to bolster volatile income 
from flour sales. It is in this re- 
spect that the company’s diversi- 
fication policies have proven so 
effective. That General Mills has 
been willing to pass on to con- 
sumers this advantage is well 
shown by its being content with 
margins on over-all sales that, 
though very stable, would seem 
inadequate to many food proces- 
sors. But liberal pricing policies 
have expanded the company’s 
market potentials and are likely 
to assure steady growth in years 
to come. It seems certain that no 
flour miller dependent upon a 
single product could ever afford 
to equal General Mills in its an- 
nual outlays for advertising. The 
latter of course tend to restrict 
profit margins to some extent, but 
their advantage is obvious, if only 
as a volume stabilizer. 


The stable earnings record of 
General Mills has made it pos- 
sible for the company, after pay- 
ment of liberal dividends, to rein- 
vest substantial amounts annually 
for plant improvements over a 
long peroid. In all, some $36 mil- 
lion has been available from sur- 
plus earnings, aside from depre- 
ciation reserves that now amount 
to around $2.5 million annually. 
Total assets have virtually 
doubled in the last ten years, par- 
tially because of proceeds from 
an issue of $10 million 214% 
debentures sold in 1944 along 
with a similar amount of 332% 
preferred stock issued at about 
the same time. Despite a net gain 
of $20 million in physical assets, 
working capital in the space of 
ten years has expanded by $24.3 
million. The current ratio of 3.5 
at the end of fiscal 1949 was sub- 
stantially below the ratio of 6.7 
reported a decade earlier but still 
reflects an entirely comfortable 
position. 


An interesting feature of Gen- 
eral Mills’ long term growth is 
that though dividends have been 
paid regularly and in gradually 
increasing amounts, they have 
been consistently and amply cov- 
ered by earnings in each year. As 
pointed out earlier in our discus- 
sion, the uptrend in dividends re- 
ceived by shareholders has not 
been spectacular by any means 
but entirely dependable in the 
long run. Including extras, total 
dividends in the calendar year 












“Call for 
PHILIP MORRIS" 


New York, N. Y. 
September 14, 1949. 


Philip raat & Co. Led., inc. 
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The regular quarterly dividend of N 
$1.00 per share on the Cumulative Pre- N 
ferred Stock, 4% Series, and the regu- 
lar quarterly dividend of 90¢ per share 
on the Cumulative Preferred Stock, N 
3.60% Series have been declared pay- N 
able November 1, 1949 to holders of § 
Preferred Stock of the respective series 
of record at the close of business on N 
October 17, 1949. N 
There has also been declared the N 
quarterly dividend of 50¢ per share N 
on the Common Stock, ($5 Par), pay- N 
able October 15, 1949 to holders of N 
Common Stock of record at the close N 
of business on September 29, N 
Pursuant to a resolution weumaad at N 
the Stockholders’ Meetig held on July 
10, 1945, no Certificate representing a N 
share or shares of Common Stock of N 
the par value of $10 each is recognized. 9 
for any purpose, until surrendered, and N 
a Certificate or Certificates for new N 
Common Stock of the par value of $5 N 
each shall have been issued therefor. N 
Holders of Certificates for shares of N 
Common Stock of the par value of $10 
each are, therefore, urged to exchange N 
such Certificates, for Certificates for N 
new Common Stock of the par value of N 
$5 per share, on the basis of two shares 
of new Common Stock $5 par value, N 
for each share of Common Stock of the N 
par value of $10. N 
L. G. HANSON, Treasurer. XN 
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THE ELECTRIC STORAGE BATTERY 
COMPANY 


196th Consecutive 
Quarterly Dividend 





The Directors have declared from the 
Accumulated Surplus of the Company a 
dividend of fifty cents ($.50) per share 
on the Common Stock, payable Septem- 
ber 30, 1949, to stockholders of record 
at the close of business on September 
19, 1949. Checks will be mailed. 
H. C. ALLAN 
Secretary and Treasurer 


Philadelphia 32, September 9, 1949 











1947 were $2.25 per share, in 
1948 $2.50, while an extra of 25 
cents a share paid last July raised 
the total for the first three quar- 
ters of 1949 to $1.75. Since the 
regular quarterly rate is 50¢, it 
thus appears fairly certain that 
at least $2.25 will be paid in the 
full year, if not slightly more. 

An exceptionally satisfactory 
dividend record, promising vol- 
ume and @arnings potentials and 
efficient management have placed 
General Mills’ equities among the 
“blue chip” stock investments. At 
recent price of 5134, the stock is 
close to the years’ high of 521%. 
Dividend yield on basis of an in- 
dicated minimum payment of 
$2.25 per share is 4.3%. 
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A Realistic Look at the 
Textiles Today 





(Continued from page 641) 


and retailers that a trend reversal 
developed. 

Similar trends prevailed in 
woolen goods. Whereas in cotton 
goods, consumption showed an in- 
cated drop of 15 per cent from last 
year, woolens registered a decline 
of 44 per cent. Production was 
sharply curtailed to reflect re- 
duced demand, according to com- 
pilations of mill activity. Worsted 
spindles in the early part of the 
year were 44 per cent less active 
than in the corresponding period 
of 1948, while woolen spindles 
were 35 per cent below the early 
1948 rate and considerably under 
the pre-war average. Production of 
men’s wear declined 38 per cent in 
the first quarter and women’s wear 
output fell 18 per cent from the 
corresponding period last year. 

Operations in rayon generally 
were more satisfactory. Demand 
was well sustained until early this 
year and prices evidenced no weak- 
ness until late in the first quar- 
ter. Partly because the bulk of pro- 
duction in this division of textiles 
is in the hands of comparatively 
few large producers, prompt meas- 
ures were adopted to correct signs 
of over production. Less efficient 
facilities were shut down and over- 
time operations were eliminated 
wherever possible. Prices were re- 
stored confidence in their pros- 
pects. The low point for the year 
appears to have occurred in the 
second quarter. 

Demand for filament yarn and 
woven fabrics picked up in June 
after it had become evident that 
no further price cuts were to be 
expected. Production began to im- 
prove from the low point in May, 
when staple fibre shipments 
showed a decline of 65 per cent 
and yarn shipments were 25 per 
cent under the corresponding 
month of 1948. Additional produc- 
ing facilities were added in Aug- 
ust and September with indica- 
tions that output in the fourth 
quarter might reach the highest 
level of the year. ° 


Rayon in Good Position 


Figures on production and con- 
sumption have been presented to 
indicate the extent to which ad- 
justments in several divisions 
have been completed, and the pos- 
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sible effect on individual compan- 
ies. Judged by trade data, it would 
seem reasonable to suppose that 
companies engaged chiefly in man- 
ufacture of rayon materials prob- 
ably have fared relatively more 
satisfactorily than those concen- 
trating either on cotton goods or 
on woolens. 

Although until third quarter 
statements are available, it will be 
difficult to estimate with a meas- 
ure of accuracy what 1949 results 
may be, it is safe to say that earn- 
ings of principal textile producers 
will be well below the exceptional 
ly satisfactory showing of 1948. 
On basis of results for the first six 
months, however, there would ap- 
pear to be good reason for thinking 
that many well managed compan- 
ies may show sufficient earnings 
this year to justify maintenance of 
dividends at the rate paid last 
year. 

Support for the belief that ray- 
on producers have fared consider- 
ably better than other divisions of 
the industry is found in interim 
earnings statements thus far pub- 
lished. Industrial Rayon, as an ex- 
ample, showed net profit in each 
of its first two quarters this year 
only moderately lower than in the 
corresponding period of 1948, viz., 
$1.74 a share against $1.91 in the 
March quarter and $1.51 com- 
pared with $1.92 in the June peri- 
od. This above-average showing 
probably is explained to some ex- 
tent by the fact that prices on ray- 
on cord used in the production of 
tires, of which this company is a 
major producer, were maintained 
more satisfactorily than on goods 
moving into apparel channels. 


American Viscose, Celanese 


American Viscose and Celanese, 
more dependent on trends in ap- 
parel lines, did not fare so well in 
the first six months. The former 
reported a sharp decline in profits 
in the June quarter at 41 cents a 
share against $4.04 in the corre- 
sponding period a year ago, while 
the latter reported that operations 
in the second quarter resulted in a 
small deficit compared with a profit 
equal to $1.86 a share in the June 
quarter of 1948. Burlington Mills 
and United Merchants & Manufac- 
turers, whose operations are more 
integrated and diversified, exper- 
ienced substantial contraction in 
profits with the narrowing of mar- 
gins on finished goods. 

Manufacturers of woolens were 
hard hit by cancellations of ord- 
ers and by rising costs incident to 


a shutdown of production early in 
the year. American Woolen, one 
of major factors in the production 
of worsted and woolen goods for 
clothing, reported net profit in the 
first quarter of $1.25 a share con- 
trasted with $5.01 in the first three 
months last year. Operations in 
the second quarter resulted in a 
loss, with the result that for the 
first six months the company had 
net profit of only 36 cents a share, 
compared with $9.94 in the first 
half of 1948. Goodall-Sanford, 
manufacturer of “Palm Beach” 
clothing and upholstery cover- 
ings, experienced somewhat simi- 
lar trends with earnings in the 
June 30 fiscal year down to $1.88 
a share from $3.52 in 1948, on a 
decline in sales of less than 214 
per cent resulting from lower price 
levels. 


Variations in Cotton Goods 


Reflecting divergent manage- 
ment policies and other influences, 
earnings results in the cotton 
goods industry show more pro- 
nounced variations than in other 
divisions of textiles. Some con- 
cerns have been more aggressive 
than others in adopting modern 
labor-saving devices with the re- 
sult that worker efficiency varies 
to a considerable extent. Several 
large producers have been devot- 
ing efforts toward promoting con- 
sumer acceptance of branded mer- 
chandise. This development is 
comparatively new in textile man- 
ufacturing, but appears to be bear- 
ing fruit. 

Although earnings statements 
under recent abnormal conditions 
are not so useful in appraising 
stocks as they would be otherwise, 
it may be well to observe varia- 
tions in results recently experi- 
enced. Peperell Manufacturing, 
one of the leaders in the industry, 
reported net profit for the fiscal 
year ended June 30 amounting to 
$11.30 a share, compared with 
$18.48 in 1948, a contraction of 
about 33 per cent. This showing 
was regarded as favorable under 
the circumstances. 

Pacific Mills, another progres- 
Sive organization which has been 
stressing branded merchandise, 
suffered a sharp decline in the June 
quarter, but net profit for the first 
six months of the year came to 
$2.10 a share, compared with $6.23 
in the corresponding period last 
year. 

Dan River Mills reported, that 
shipments in the first half of the 
year dropped almost 40 per cent 
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from the corresponding period of 
1948, due largely to reduced 
prices, and as a result of narrower 
margins, earnings declined to 91 
cents a share in the first half from 
$5.41 in the corresponding period 
of last year. This showing no 
doubt influenced the management 
to adopt a more conservative divi- 
dend policy. No action was taken 
on the dividend due at this time 
when directors met earlier this 
month. 

M. Lowenstein & Sons experi- 
enced a decline in sales in the first 
six months of about 23 per cent, 
accounted for in large part by price 
cuts, and as a result, net profit fell 
to $2.02 a share from $7.91 in the 
corresponding period of last year. 

Textron, Inc., which had a dy- 
namic wartime expansion, report- 
ed net loss for the first half of 
more than $3 million after giving 
effect to a Federal tax carryback 
credit of more than $2 million. 
Substantial inventory losses were 
taken in the period together with 
write-downs on property and ma- 
chinery abandonments. The com- 
pany decided to make major ad- 
justments in concentrating pro- 
duction activities in their newest 
and most efficient plants. 


Near Term Prospects 


The examples cited illustrate 
the difficulty of reaching .conclu- 
sive appraisals on basis of interim 
earnings statements reflecting ab- 
normal conditions. Reports over 
the near term should prove more 
indicative of what may be expect- 
ed under normal conditions. Bene- 
fits of inventory appreciation, 
which contributed largely to prof- 
its in 1947 and 1948, are unlikely 
to be repeated in the foreseeable 
tuture. On the other hand, with 
raw materials apparently stabil- 
ized for the time being, serious in- 
ventory losses should not be en- 
countered again for some time. 

Aside from earnings and sales 
prospects, there is an intangible 
factor that deserves consideration 
in looking at textiles for the long 
pull. This is the extent to which 
the industry has shifted into 
strong hands since beginning of 
the war. With machinery difficult 
—if not impossible—to obtain 
during and immediately after the 
war, large concerns found it ad- 
vantageous to acquire small com- 
petitors. This trend persisted to 
such an extent that. according to 
trade reports, more than a quarter 
of the country’s cotton spindles 
have changed hands since 1943. 
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Regardless of whether risks 
have been increased by the trend 
toward integration, there appears 
to be a sound basis for the conten- 
tion that the industry’s financial 
position has been strengthened by 
concentration of properties in a 
comparatively few well managed 
companies and by widespread de- 
velopment of merchandising or- 
ganizations geared to promote 
branded goods. Most of the larg- 
er textile companies materially 
strengthened their balance sheets 
and physical properties during the 
war, and are well situated to face 
keener competitive conditions. 
While their readjustments may 
not be fully completed, they have 
gone a long way towards adapting 
themselves to more normal oper- 
ations. 
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ization has laid a heavy tax burden 
on their shoulders. 

Nationalizing the coal industry 
has resulted in a price increase of 
$1 per ton instead of a saving, and 
in addition, the British people are 
being taxed to meet the $70,000,- 
000 annual deficit resulting from 
the government’s inefficient oper- 
ation policies. Aviation shows a 
deficit of $120,000,000; rail trans- 
portation a loss of $119,000,000. 
There have been equally serious 
losses sustained in the other na- 
tionalized industries, all of which 
the British people are called upon 
to pay, and more; still the Labor 
regime wants to go on national- 
izing. 

Patently the British government 
today is devoting most of its ener- 
gies to remaining in power and 
creating new state monopolies. 
This cannot possibly warrant 
higher wages. Eventually, when 
the going gets too hard and the 
worker applies to his employer, 
which is the Government, the 
State will take over the unions ac- 
cording to the pattern now so 
familiar to the world. 

Are we going to follow a similar 
road in this country? Or, will we 
profit before it is too late from 
Britain’s experience and failure? 
On the contrary, it seems that 
politics rather than caution is 
having full sway. We see the Ad- 
ministration pressing their social- 
istic “Fair Deal,” catering to every 
important voter and _ pressure 
group. 

Labor leaders are riding high 
and the Brannan Plan, with its 


bribe of special subsidies, can 
readily act to collectivize the 
farmer at the proper time. Our 
security is threatened by the abil- 
ity of labor leaders to open 


negotiations for new demands 
year after year regardless of con- 
tract, and who call strikes which 
deprive the worker of his wages 
but which, at the same time, in no 
way affect their own income. 

Particularly in view of the state 
of affairs, both politically and eco- 
nomically, the world over, we 
need a square deal for everyone 
instead of a “Fair Deal’ for pres- 
sure groups. Labor Government 
is not for us! 
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what the fourth quarter will actu- 
ally be like. 

The question of a steel strike 
is stiil up in the air as we go to 
press, but not more than a tran- 
sient and subsidiary market fac- 
tor in any event. The same is so 
of the unofficial coal strike. 
Strikes have never of themselves 
dominated market thinking for 
long. Sterling and other currency 
devaluations have finally been 
announced over the weekend, but 
ultimate repercussions still re- 
main to be seen. For a while, per- 
haps, bears may be trying to make 
something of it. In the whole field 
of our foreign relations, grave 
uncertainty will persist. The 
opening shots in our 1950 politi- 
cal campaign have already been 
fired. Its outcome must bear im- 
portantly on the trend toward 
Statism, on public spending and 
tax policies, on labor legislation 
and on the dynamics of our for- 
eign policy, especially as regards 
foreign-aid spending. The Con- 
gressional elections are over a 
year ahead. Meanwhile the mar- 
ket will not stand still; but the 
implications of the Truman “Fair 
Deal’ are one of the basic rea- 
sons for generally modest price- 
earnings ratios and fairly high 
dividend yields, as compared with 
earlier times — and thus one of 
the basic reasons which probably 
put a not very high ceiling on the 
stock market. 

There is no change in our con- 
servative, selective policy. We 
think that a materially better op- 
portunity to buy representative 
stocks is ahead, and is worth 
waiting for. 

—Monday, September 19. 
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We proper guidance from top manage- 
ment, the nation’s workers can 
powerfully attack inflation at its source. 


One way, of course, is by increasing pro- 
duction. But production of most goods 
already has been pushed to maximum! The 
other approach is to reduce the volume of 
dollars that can be used to bid up prices on 
scarce goods. 

There’s no more effective tool for this job 
than the Payroll Savings Plan for the regu- 
lar purchase of U. S. Security Bonds. Via 
this plan, 5.5 million wage earners are in- 
vesting over 8% of their pay—over 100 
million dollars per month—in Bonds. 


What Is the Status of the Plan in Your Company? 


In companies where top management backs 
the Plan, 35°% to 50% of the employees 
participate, and the average total Bond- 
hoiding is $1200 per family. If these figures 
are above those for your employees, it is 
apparent that the Plan needs reinvigoration 
by your personal sponsorship. 


Benefits Accrue to the Nation and to Your Company 


Every Bond dollar that is built up in the 
Treasury is used to retire a dollar of the 
national debt that is potentially inflationary. 
Every Bond held means fewer dollars to go 
to market to bid up prices on scarce goods. 
In addition, dollars invested in Bonds are 
building future purchasing power. All these 
factors contribute to the security of the 
national eeonomy—including your business. 


Bonds build security for individuals, be- 
cause every $3 invested pay $4 at maturity. 

Moreover, in 19,000 companies operating 
the Payroll Savings Plan, employees have 
proved to be more contented. Worker pro- 
duction has increased, absenteeism has de- 
creased—even accidents have been fewer! 


Management's Role Is Vital 


Even with all its benefits, the Payroll Savings 
Plan requires sponsorship by top manage- 
ment to keep employees aware of the bene- 
fits. That’s why the Treasury Department 
has prepared a kit of materials especially 
for you to distribute among specific key 
personnel. Be sure to get and use your kit— 
for the security of your company and your 
country! 

For any help you want, call on your 
Treasury Department’s State Director, 
Savings Bonds Division. 
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Jake Care of : 
Your Gnrvestments 
NOM) 


S 0 Shey Can 


Juke Care of You WITHOUT OBLIGATION 
] ATER A Valuable Special Offer to Re- 


sponsible Investors with $50,000 


Or More in Investment Funds. 








* There has rarely been a time when reappraisal of your securities was 
more necessary than today. 


* For some time ahead the market will be highly selective. Whether it 
is a bull market or a bear market for you will depend not so much upon 
the general trend as upon what individual stocks you hold. 


* In the first seven months of 1949 you have seen scores of dividend casual- 
ties while other companies have increased dividends. Second quarter 
reports reveal widely divergent earnings trends among corporations. 


* Your investment progress demands that you avoid the shares of com- 
panies in a vulnerable position. Your funds must be in corporations 
which have adjusted themselves to 1949-1950 prospects . . . which are 
fortified by sound management—a strong financial and competitive posi- 
tion — and with earning power ahead to maintain liberal dividend 
disbursements. 


In this setting, we invite you to submit a list of your holdings to us for 
our confidential preliminary analysis. We will offer valuable comments 
on your diversification, income . . . and specify which of your investments 
are least attractive and why to sell them. 


Merely send us a table of your issues, the size of each commitment, your 
buying prices, cash on hand and objectives. You will be told how our 
counsel could help you and an exact annual fee will be quoted. 
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Investment Management Service 
Backed by 41 Years of Successful Service to Investors 
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